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in ‘New York State 


With iaacly three-quarters of a cen- 
tary of continuous fiduciary experi- 
ence in New York State, we are glad 
to extend to banks and trust com- 
‘panies in other states full co-opera- 
tion in the handling of estate and 
trust problems of their clients re- 
quiring special attention in thisstate. 


BRO OKLYN TRUST 


“MAIN OFFICE a 
177 Montague St.—Brooklyn Greater New York Qc4@ ¥ gp) 
New York Office—26.Broad St. au 


One of the oldest Trust-Companies in the United States 


New York Escrows 


If you have any documents pertaining to New York real 
estate to be placed in escrow pending completion of any 
agreement in New York City, we are equipped to act as 
escrow agent with efficiency and at moderate cost. 


For over fifty years, we have been closing real estate 
contracts for our clients and have acquired the necessary 
experience to solve the various difficulties that ofttimes arise 
in connection with real estate. 


Title Guarantee and Trust Company 
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SCHOOL DIRECTORY 


“To know that which lies before us in daily life is the prime wisdom.”—Milton 


To assist fiduciaries in selecting and advising on desirable schools for their minor beneficiaries, TRUSTS 


and ESTATES has established a SCHOOL BUREAU. 
Authoritative and first-hand information has been obtained from numerous sources, and staff members 
have personally visited over 80 schools to assure careful selection from among the 4000 private schools. 


RK U Rg j Distinctive endowed preparatory school 
for boys. Also junior department. Ex- 


ADA DO EMY ceptionally beautiful, complete, modern. 
Fully aceredited. Prepares for college or business. Able — =e =~" = music, arts, 
faculty. Small classes. Supervised study. Lower School craits, sciences. ec 
for small boys in new separate building. Housemother. encouraged. All sports. 
R. O. T. C. Fireproof buildings. Inside swimming pool. Single rooms. Strong 
All athletics. Best health record. Students from 27 states faculty. Individual atten- 
and other countries. Catalog 41st year. Dr. J. J. Wicker, tion. Graduates in over 
Pres., Box A, Fork Union, Virginia. 50 colleges. Near Detroit. 


Registrar 


4410 Lone Pine Road, 
Bloomfield Hills, Michigan 


OAK GROVE scnool For GIRLS 


Emphasizes Preparation for College and Gracious Living. Music, Art, 
Dramatics. Upper and Lower Schools. Graduate Course Secretarial 
Science. Joyous Outdoor Recreation. Riding included. Winter Sports. 
Beautiful new fireproof Dormitory and Recitation Building. 


Mr. and Mrs. Robert Owen ° Box 400 ° 


BRILLANTMONT 


Institution Heubi 


Vassalboro, Maine 


ALLEY FORGE 


MILITARY ACADEMY 


° AT THE NATION’S SHRINE 
Lausanne, Switzerland PREPARATORY for college or 


business. Beys {2 to 20. Alse 
Junior College of Business Ad- 
ministration. Enroliment deubled 
In past five years. New firepreef 
dormitories, medern academic 


A French Swiss school for girls from 
12-20. Chateau: College Board prepara- 
tion and general courses. Languages, building and library, large ree- 
music and art. Villa: Complete course Gymnasives, ‘inereased’ faculty 
in Home Economics. Sports. Catalogue special supervision for Indivigual 
on Request. ‘ j\  Cavairy, “Intartry,” ‘Senter 

Mrs. A. T. Hawkins, Syosset, L. I., N. Y. : & crameat ratings 


dy) For catalog, address Bex U. 
a WAYNE, PA.+ 


Menlo School and Junior College 
Two Schools—Same Campus 


Near Stanford University 
Non-sectarian 


Non-military 


High School 
Grades 9—12 


Non-profit 


Junior College 
Grades 13—14 


Students transfer to Stanford or other universities at end of 12th grade, 13th grade, 
or 14th grade, depending upon satisfactory preparation. 


Catalogs available 


Lowry S. Howard, President 
Menlo School and Junior College, Menlo Park, California 





Your Private Papers 
Keeping Your Financial House In Order 


C. L. HERTERICH 
Asst. Vice President, Central Hanover Bank & Trust Co., New York 
and DONALD C. HAYS 
Gifford, Woody, Carter & Hays 


INANCIAL documents, memoranda 

and records accumulated by anyone 
of property and affairs have been piling 
up in recent years, in such volume as to 
almost crowd their possessor entirely out 
of his rightful habitation. Especially 
must those who have just completed 
their income taxes wonder whether there 
is any end to this “paper avalanche” 
which threatens to engulf the cautious 
man, or trip up the unwary and careless. 


Grandfather’s private papers consisted 
of his will and the deed to the farm; 
father’s may have filled a desk drawer. 
But at the present rate, it appears that 
in a few years the average residence will 
contain about one-tenth of personal prop- 
erty and nine-tenths of records, bills, 
policies and other documentary impedi- 
menta. And when the annual spring 
house cleaning drive gets under way, 
many an exasperated inmate of a den 
will feel what they need more than any- 
thing else is a good throwing away. 
Here is where discretion is surely the 
better part of 
valor. 

Millions of dol- 
lars are lost every 
year because of the 
average Ameri- 
can’s failure to ex- 
ercise only a nor- 
mal amount of dili- 
gence in keeping 
his own financial 
house in good or- 
der, by applying 
even a measure of 
the care which he 
uses in his _ busi- 
ness affairs, or the 
wife exercises 


Fo 


a 
ne 


>, 
Te ba 


a 


a LET FIT 
BN) er eg 7 
sm” 

| aa =P 


fi 


~~) 


\\ 


Ne), 


\ \ 
\ 


in her home. Laugh if you will at the 
medieval practice of storing money in 
mattresses, between books, behind pic- 
tures and in other silly places. But it 
is being done. Only recently, for ex- 
ample, the newspapers carried a story 
of the search through a musty warehouse 
for several hundred dollars which an im- 
provident owner had tucked away be- 
tween the leaves of an old telephone book 
and forgotten. 


Why Play Hide and Seek? 


VERY year the banks present a 

graphic illustration of the forget- 
fulness of man. These institutions ad- 
vertise the names of thousands of own- 
ers of dormant accounts—money which 
has not been claimed by the owners or 
their families for many years. 

Keeping our personal papers in any 
sort of shape is, in these days, an un- 
pleasant task which we all try to avoid. 
But don’t play hide and seek with them 
—they are too valuable. 

There are a few basic rules which can 
be followed on 
what to do and 
what not to do with 
private papers. 
Given these and 
warnings of some 
of the common 
evils and faults of 
which we are all 
guilty, should help 
to make desk draw- 
ers and pigeonholes 
a better place to 
delve in. 

Our problem is 
threefold; it is re- 
solved into what 
papers should be 
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saved, where to save them and how to 
save them. The average man has neither 
adequate facilities nor the time to keep a 
full set of records. His small city apart- 
ment is not planned to provide space for 
a set of bookkeeping records; nor does 
the small amount of privacy allowed him 
by the family in his country home per- 
mit much elaboration. 


Orderliness, however, does not require 
a complete set of records and files. Only 
a small initial investment is needed; a 
medium sized ledger or note book and 
letter file will suffice. Let these serve 
as an account book, memorandum file and 
general record of financial data. After 
all, the simpler the system, the more like- 
ly it will be used. 


The Wheat and the Chaff 


IRST, in our process of elimination, 

it is a good rule to keep all strictly 
social correspondence entirely separate. 
Perhaps we may take a cue from the 
prominent Denver club woman who 
throws away all such letters the minute 
they are answered. Not only has she an 
enviable reputation as a prompt and 
thorough correspondent, but she never 
finds herself wondering whether she has 
failed to answer a letter, and uninten- 
tionally offended a dear friend. A word 
of caution is in order here, as often- 
times it develops that, hidden away in 
a personal letter, will be expressions of 
intention, very useful as evidence in sett- 
ling mooted points which may later arise 
over debts, gifts or wills. 

We all know that the cancelled check 
is about the surest proof of payment. If 
the purpose of the payment is noted on 
the check itself, after it has come back 
cancelled, check stubs need not be saved 
after income tax audit. The primary 
use of bank statements being for pur- 
poses of reconciliation, few cases will 
arise where they need be retained after 
comparison. 

Cancelled checks should be saved dur- 
ing the full period covered by the statute 
of limitations. This varies in the dif- 
ferent states, but, generally speaking, 
the saving of cancelled checks will often 
preclude saving receipted bills, which are 
usually much bulkier. 
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They will be of help if any creditor 
should seek a duplicate payment, a prac- 
tice which has grown in recent years, 
especially where executors are concerned. 
This also should be sufficient warning of 
the importance of records indicating the 
status of installment obligations. 


OST of us, no matter how shrewd, 

sooner or later find that we have 
accumulated some so-called ‘securities’ 
which have turned out to be worthless— 
or what Wall Street calls “cats and dogs.” 
Although notification has been received 
that the company is bankrupt, a stock 
certificate with its pretty and impressive 
engraving almost defies discarding, and 
in fact, there are numerous instances 
where a lost hope has materialized. 


If you would remove these perennial 
reminders of financial mis-adventure 
from your sight and conscience, and 
relieve your estate of a considerable bur- 
den and expense, a descriptive record 
should be kept of the security (with cer- 
tificate numbers) and the date when it 
became worthless, citing reason or proof 
thereof. Moreover, such a record will 
obviate the necessity of further research 
at later times, since executors and in- 
heritance tax officials must be convinced 
that they are of no value, and so should 
not be taxed, and proof must be given 
to the probate court to justify their 
abandonment. 


Bills, Leases and Policies 


HE proverbial string saver may be a 
rarity, but not so the bill saver. Many 
a desk, spindle, bureau drawer and other 
coy lodging place will be found to yield 
quantities of monthly statements for 
household purchases, which are of no 


earthly use to anyone but mice. There 
is, however, little need to keep such bills 
once they have been reconciled with any 
previous one and paid, as reliance can 
be placed upon our cancelled checks. The 
same is true of installment purchase 
statements—the contract itself being 
kept, at least until barred by the statute 
of limitations. 


Ordinarily, old residential or apart- 
ment leases may also be filed in the waste 
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basket, though any which contain special 
endorsements or agreements, or where 
any special considerations suggest cau- 
tion, may well be kept until barred by 
the statute. 

Here is another excellent opportunity 
to do some house cleaning. With the 
possible exception of liability policies 
which property owners sometimes like to 
save until the statute of limitations on 
possible claims has run, there is little 
use in hoarding old policies. In most 
cases the policies are on standard forms 
and if you have recorded the form num- 
ber in your book you can always get a 
copy of the provisions of your old policy 
from the company. 

Incidentally, notes (in the little ledger 
book) of the purchase of expensive arti- 
cles of personal property, paintings, jew- 
elry and furniture, will help in proving 
to insurance companies the value of any 
such property stolen or destroyed and 
will sometimes be the sole basis of proof 
if necessary in case of loss. 


Tax Returns and Data 


ND now we come to that haunting 

spectre of old tax returns. To many 
they may be only the returning ghosts 
of “exquisite travail,” but by following 
a few simple rules. the next year’s task 
may be made considerably lighter, where 
they are not now subject to the relief of 
custodian reports from the bank. In the 
first place, the tax returns and work 
sheets of previous years should be saved 
until your return is audited, or, in the 
absence of any audit, for at least five 
years from the time it was filed. 

Here is another excellent use for the 
little note book in recording the data as 
to cost price and date of acquisition of 
every security (noting security num- 
bers) ; sometimes such a notation on a 
memo attached to the certificates them- 
selves is helpful, but one or the other is 
essential, either for income taxes on a 
sale, or to an executor in determining 
taxable profit or loss. There is usually 
little reason for keeping broker’s slips 
after the security has been sold and in- 
come tax returns audited. 

Such data will save one from getting 
worked up into a lather trying to re- 
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member how much he paid for 100 shares 
of American Tel. and Tel. or, to make it 
more difficult, for some unlisted security. 

Likewise, data about the initial cost 
and improvements in real estate purchas- 
ed as an investment should be noted. 
Mortgages, notes and loans which you 
hold, should be listed here with amount 
of interest defaults, principal payments 
and agreements to extend the date of 
payment or change interest rates—with 
pertinent reasons. In furnishing proof 


for bad debts, the taxpayer will thus be 
able to present definite evidence. 


What Belongs in Safe Deposit 


S to important documents and evi- 

dence of property ownership, either 
real of personal, it may almost be said 
that their protection is no greater than 
that of the place where they are kept. 
Deeds to real estate, important bills of 
sale, current leases for residence or of- 
fice purposes, most insurance policies 
that are in force, partnership agree- 
ments, valuable jewelry worn only on 
state occasions, deserve the protection of 
a safe deposit box, just as much as do 
securities and negotiable instruments. 


‘Other papers definitely do not belong in 


the bank vault, either for reasons of 
economy or even because they cause ser- 
ious inconvenience. 

If wills or other testamentary instruc- 
tions are in the safe deposit box, the 
delay in getting out such papers often 
causes much inconvenience and may 
greatly impede the carrying out of the 
wishes of the decedent. Likewise, life 
insurance policies, the proceeds of which 
are needed immediately by dependants, 
should not be kept there. Many legal 
papers can be deposited with the family 
lawyer. If a bank has been named as 
an executor, it is a logical place to place 
the original of the will, and the same 
applies to an estate attorney. 

The tax authorities generally require 
that the box be sealed until a represen- 
tative of the tax commission has had an 
opportunity of making an inventory. 
Further, the safe deposit company, if the 
box is standing in the name of the de- 
cedent alone, will allow access only to 
a duly appointed executor or administra- 
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tor. Powers of attorney cease with 
death, and so do not offer a means of cir- 
cumventing this rule. 


Dangers of Sharing Boxes 


AREFUL scrutiny of the contents 

of a box and regular inventory 
should be stressed in those instances 
where the box is shared with another 
party. A classic example of this is af- 
forded by the experience of two persons, 
close friends and companions for many 
years, who shared a safe-deposit box. 
Both had access to it, and both kept ne- 
gotiable securities there. One of the 
holders fell sick and shortly died. 

Complications arose. In this case, the 
living party came forward and claimed 
that certain negotiable bonds held togeth- 
er with an elastic rubber-band belonged 
to him. 

The tax authorities, ever suspicious of 
tax evasions, perhaps vision the possi- 
bility of connivance; with the box-hold- 
er promising to turn the bonds over to 
the executor. In such a series of events, 
the living holder of the box and the exec- 
utor may be put to considerable expense 
to prove to the tax authorities that the 


securities do not belong to the estate of’ 


the decedent. 

It may also be that the bonds were 
found in an envelope of the rightful own- 
er. There is still, however, the danger 
that the executor or members of the 
decedent’s family will always feel that 
during the period of the last illness the 
second party put a few of the decedent’s 
bonds in the envelope marked with his 
name. 

Systematic memorandum books would 
have saved much embarrassment ll 
around, the tax examiners would have 
had no ground for suspicion and the de- 
cedent’s relatives would have been satis- 
fied that the estate was whole. But how 
much simpler to have separate boxes. 

The note book is a very logical place 
for noting the location and number of 
any safe deposit box, as the owner is 
the only one entitled to open it, unless in 
his own handwriting he gives a power of 
attorney. Many a time, especially where 
there is more than one box, all trace has 
been lost for years; sometimes the box- 
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holder has moved away, and in the course 
of time forgotten or neglected the box, 
or left no record for its discovery; sup- 
posedly, these eventually may be found 
out by painstaking effort and consider- 
able expense. Why take the chance? 


Mortgages and Loans 


UITE frequently we find mortgages, 

deeds and other papers relating to 
real estate which have not been record- 
ed, and on occasions there might be some 
good reason for this. Where that is the 
case, it is important that a notation to 
that effect be left with the papers so 
that an executor may understand exactly 
what has taken place or at least what is 
intended. It may even resolve a later 
doubt in your own mind. 

By and large, it is a dangerous prac- 
tice, apt to create many difficulties such 
as later duplications which are difficult 
to straighten out. Occasionally it de- 
velops that such a mortgage has been 
repaid during the lifetime of the dece- 
dent and no satisfaction has ever been 
given on the theory that a mortgage had 
not been recorded and so a satisfaction 
was not necessary. This places an exec- 
utor in the position of having to require 
proof of payment. 

Especial care should be taken to list 
loans made to close friends, relatives and 
employees, and the intentions of the 
lender to make collection. Although an 
express forgiveness outside of a will can- 
not bind an executor, it can guide him. 
Often the lender has forgiven the debt 
during his lifetime. If no one was pres- 
ent but the debtor when this forgiveness 
was made, no proof exists of the fact, 
for courts generally will not allow per- 
sons to testify as to personal transac- 
tions with a decedent. 


A notation in his own hand writing, 
however, that he has done so will be suf- 
ficient evidence to excuse the executor 
from the embarrassing duty of trying to 
collect a debt (sometimes this applies 
to bills for personal services, etc.) which 
was never meant to be collected. Often 
notes which are found among the per- 
sonal effects of a lender were taken only 
with the thought that the formality of 


(Continued on page 502) 
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THE CHASE 
NATIONAL BANK 


OF THE CITY OF NEW YORK 
Statement of Condition, March 31, 1939 


RESOURCES 

CasH AND DUE FROM BANKS. .... . . .« .« $1,229,178,285.66 
BULLION ABROAD AND IN TRANSIT . . . oh a 15,861,281.62 
U. S. GOVERNMENT OBLIGATIONS, DIRECT AND FULLY 

GUARANTEED . . . a ae ae a 650,330,278.23 
STATE AND MUNICIPAL baciniintins oe. ae ae a ae 136,986,729.47 
STOCK OF FEDERAL RESERVE BANK. ...... 6,016,200.00 
OTHER SECURITIES .. . a ae oe er 159,629,030.42 
Loans, DiIscouNTs AND Sinsencnei? Aocmeeniaeite a <% 608,609 ,357.21 
ne. 6 « 2: se eo a ae oe eo 34,177,962.73 
eee: ees; SN kc we Oe le a 6,785 ,838.47 
I, io! sh ct lee! ee ks es ee a, 10,629,433.27 


CusToMERS’ ACCEPTANCE LIABILITY ..... . 21,742,149.91 
eee ee GS ak ks ae Se ee oe ee ee 8,324,829.46 


$2,888,271,376.45 





LIABILITIES 
CAPITAL FuUNDs: 


CapITAL Stock. . . . . . . $100,270,000.00 
SURPLUS . .. . . « « « «  100,270,000.00 
UNDIVIDED PROFITS .... . 33,266,151.32 


$ 233,806,151.32 
RESERVE FOR CONTINGENCIES . . . .« «© «© «© « 16,104,748.04 
RESERVE FOR TAXES, INTEREST, a a 2,279,790.34 
a a a ee er er ee 
ACCEPTANCES QUTSTANDING . ....... 22,826,549.23 


LIABILITY AS ENDORSER ON ACCEPTANCES AND FOREIGN 
ea (pane S owe w Sree 6,837,144.02 


OTHER Reenaueene ae ee ae ee a min % 11,980,053.43 
$2,888,271,376.45 





United States Government and other securities carried at $104,290,874.83 are pledged to 
secure public and trust deposits and for other purposes as required or permitted by law. 


Member Federal Deposit Insurance Corporation 
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It's the 


Remington Rand salesman speaking. 
He’s very much a specialist, and ... 


In his enthusiasm he has barged right in, to 
tell you about the subject he knows best — 
Remington Rand Tabulating Machines for 
Bookkeeping and Accounting. Here are the 
facts he is confident you’ll want to have: 


Tabulating machines, as most business execu- 
tives know, translate the figures of business 
into holes punched in cards. What many don’t 
know is how economically, how swiftly, how 
accurately these machines produce dependable 
printed, totalled reports—reports on which to 
base daily decisions management must make. 


Backed by the resources of the world’s largest 
manufacturers of office machines—by 70 years 
of pioneering and manufacturing experience 
—by a wealth of mechanical and engineering 
research—by the energies of an aggressive, en- 
thusiastic staff of representatives... Remington 
Rand Tabulating Equipment provides a perma- 
nent, universal, essential business service —and 
has a long and rapidly growing list of users. 


In the Northeast, a great metropolitan news- 
paper—in the Midwest, a huge mail-order busi- 
ness— in the Far West, a leading motion-picture 
producer —in the South, a prominent casualty 
insurance company ...everywhere corporations 
by the hundreds, large and small, use Reming- 
ton Rand Tabulating Equipment to obtain up- 





to-date, accurate figure-facts so necessary for 
thoroughly effective management. 


The accuracy, the simplicity, the dependability 
of Remington Rand Tabulating Equipment is 
a matter of record. It offers exclusive advan- 
tages not found in any other mechanical book- 
keeping method. It offers machines to simplify 
and speed the work of every bookkeeping 
department, large or small. It is equipment 
which merits your confidence. 


Let our salesman present the essential facts to 
you in person. His assurance and enthusiasm 
will prove contagious, when you yourself sense 
the values and savings which Remington Rand 
Tabulating Machines can bring to your busi- 
ness. Phone our nearest branch office today— 
or write or wire Remington Rand Inc., Tabu- 
lating Machines Division, 461 Washington St., 
Buffalo, New York. Sales and service in every 
principal city. 


* 
Get Your Figure-Facts Promptly 


Remington Rand 


e TABULATING MACHINES FOR ° 
BOOKKEEPING AND ACCOUNTING 
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Trust Operating Economies 


The Machine-Age Applied to Trust Department Operations 


PART 5 OF NATION-WIDE SURVEY BY TRUSTS AND ESTATES 





In this, the concluding analysis of reports from progressive trust in- 
stitutions throughout the country, we submit results of a survey to deter- 
mine the mechanical innovations which have effected the greatest savings 
and efficiency in fiduciary work. Through the collaboration of M. A. Boll 
of City Bank Farmers Trust Company of New York, the following outline 
is presented, opening the door to many opportunities for better service 


at less cost. 


It is hoped that this survey will actuate others to reciprocate 


by advising of economies effected by means not herein mentioned, or of 
differing experiences in translating gross into net earnings.—Editor’s Note 


ROM a review of answers to the 

question: “What mechanical im- 
provement has effected the greatest sav- 
ing to your trust department?” it seems 
that most of the operations of trust 
administration are capable of mechan- 
ization, except good management. Time- 
and expense-saving machines and equip- 
ment, in their application to trust and 
estate administration routine, offer a 
substantial solution to the current dil- 
emma of increased service with decreas- 
ing costs. That some trust departments 
are profitable indicates clearly that “it 
can happen here” and is a challenge to 
the management of all fiduciaries to 
adopt such tools as will assure a better 
performance with less labor. 

The story, of which this is but a 
healthy beginning, is more than one of 
immediate money-savings. Freedom 
from monotonous, detailed reportings 
and bookkeeping offers more time for 
executive attention to the managerial 
problems. Greater safety and better ser- 
vice are other contributions which in- 
directly affect the profit-and-loss sheet. 
Nevertheless, it appears that substantial 
reductions or avoidance of expense has 
been already effected with machine use 
and probably every sizeable trust de- 
partment—and consequently the trust 
officials and staff personally—can benefit 
by consideration of these improved 
methods. 

The substitution of mechanical accur- 
acy for old-fashioned and cumbersome 


methods goes far to provide the regular- 
ity, accuracy and safety of operation so 
essential to successful trust administra- 
tion. 


Addressing Machines 


DDRESSING machines were select- 

ed by a large number of trust de- 
partments as being the mechanical 
equipment which effected the greatest 
savings in their respective organizations, 
The machines were credited with afford- 
ing an accuracy and certainty of records; 
with materially speeding up certain 
phases of the work; with relieving per- 
sonnel of tedious details; and with pro- 
viding the means of furnishing prompt 
service at peak times. 








Photo Courtesy of Addressograph 
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USES: 
1. Preparation of income credit tickets: 
for coupons collected 
for dividends collected 
for bond and mortgage interest and 
others 
. Preparation of advices to clients: 
rent due 
interest due 
dividend credit 
interest credit refunds 
interest defaults 
dividends passed 
. Preparation of ownership certificates; 
for coupons and for dividends collected 
and credited. 
. Preparation of envelopes: 
for coupons cut in vault 
for enclosure of advices and state- 
ments 
for payroll purposes 
. Preparation of lists: 
auditors lists 
income to be collected 
client’s reconcilement lists 
periodic list of remittances or allow- 
ances payable 
list of customers’ holdings for review 
purposes 
list of securities by groups and clas- 
sifications 
list of holdings for appraisals 
list for federal and state income tax 
schedules 
list for state property tax 
list of securities in security loose- 
leaf ledger 
. Preparation of internal 
ticklers or records: 
remittances or allowance due 
cash statements due 
security statements due 
. Preparation of wages checks 
. Preparation of security ledger head- 
ings: cash ledger headings 
. Stock transfer work: 
stockholders lists 
dividend checks 
dividend lists 
proxy lists 
. In connection with diary system; and 
preparation of miscellaneous forms. 


“come-up” 


Bookkeeping Machines 


HEREAS quite a number of de- 
partments credited addressing ma- 
chines with being the outstanding me- 
chanical improvement achieved by them, 
others felt that the transition from hand- 
posted to machine-posted records mark- 
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ed their greatest progress and saving. 
The latter pointed to a reduction in the 
bookkeeping staff; increased legibility 
and availability of records; and the re- 
duction of errors. All of these advant- 
ages were well summarized by one de- 
partment with the phrase “smoother per- 
formance at lower cost.” 

It is worth noting that in some in- 
stances mention was made that the in- 
stallation of bookkeeping machines was 
advantageously coordinated with the in- 
stallation of addressing machines. 


USES: 

A. Personal Trust, Estate and Custodian: 
Cash ledger posting 
Security ledger posting 
Cash income statements 
Cash principal statements 
Cash or security control 

(skeleton) 
Combined journal, ledger and state- 
ment (cash) in one operation 
Security Cage blotters for securities 
received, delivered or in process of 
transfer 

B. Corporate Trust and Transfer: 

Corporate trustee statements 
journal 
Corporate 
journal 
Corporate accounts receivable 
Coupon paying journal 
Record of cash received and disbursed 
for coupons paid and bonds re- 
deemed, sinking fund payments, etc. 

C. Real estate accounting 

D. Transfer department records such as 

stock-bookkeeping and billing of fees. 


records 


and 


agency statements and 


Tabulating Machines 


HE application of tabulating ma- 
chines to trust department work 
marks one of the most interesting of the 
comparatively recent developments. <A 
number of trust departments advised 
that they were giving serious consider- 
ation to such an installation; other de- 
partments advised that they were in the 
“throes” of installing a tabulating sys- 
tem; a third group reported that tabu- 
lating machines had been installed and 
either had effected substantial improve- 
ment and savings or were expected to 
do so. 
The outstanding feature of the tabu- 
lating machines appears to be the flex- 
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ibility of their application. Successful 
installations are reported as functioning 
in personal trust accounting, corporate 
trust accounting and for investment re- 
ports and records. 
USES: 
1. Preparation of income credit tickets: 
for coupons collected 
for dividends collected 
for bond and mortgage interest 
and others 
. Preparation of advices to clients: 
rent and interest due 
dividend credit 
interest credit refunds 
interest defaults 
dividends passed 
. Preparation of ownership certificates: 
for coupons and for dividends collect- 
ed and credited. 
. Preparation of envelopes for coupons 
cut in vault. 
. Preparation of lists: 
auditors lists 
income to be collected 
clients’ reconcilement lists 
of customers’ holdings for review 
purposes 
of securities by groups and classifica- 
tions 
of holdings for appraisals 
for federal and state income tax 
schedules 
of securities in security loose-leaf 
ledger or folder 
. Preparation of proxy lists, reorganiza- 
tion lists, redemption lists, exchanges 
or stock dividends, and tickler records 
. Security ledger records 
. Cash ledger-income records 
. Preparation of personnel records 
. Daily departmental proofs 
. Clients’ statements and income analysis 
. Preparation of daily security journals 
. Preparation of income journals 
. Preparation of lists of coupons paid 
. Preparation of cremation lists 


Photo-Copying Machines 


SIDE from accounting and related 

machines, equipment for photo- 
graphing documents and_ statements, 
which would otherwise be typed, received 
a high rating from the viewpoint of 
speed, accuracy and economy. The re- 
quirements for accurate working copies 
of trust documents, such as trust agree- 
ments, are obvious, for the potential lia- 
bilities in the trust business are too 
great to permit unnecessary risks. 


Our survey indicated that photo-copy- 
ing machines supplied a need for the 
reproduction of trust documents in many 
trust departments. One department 
pointed out savings achieved through 
photo-copying trust instruments from 
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the type size to reduced newsprint size. 
Some departments reported their clients’ 
cash statement problem simplified 
through the use of photo-copy equipment. 








A number of the users of the machines 
were enthusiastic about the savings ef- 
fected since installation. One trust de- 
partment saves the expense of four typ- 
ists’ salaries, inasmuch as the photo- 
copying machine and one typist does the 
work of five girls. Another reported a 
net saving of 15% to 20% on trust de- 
partment cost, while others merely said 
“substantial savings.” A Northern trust 
company saved more than the entire cost 
of their equipment the first year the 
photo-copying machine was used. 















Opinions were, however, not entirely 
unanimous on the economy of installing 
these machines, for one department was 
undecided as to whether its volume war- 
ranted installation and another stated 
that it had found it to be more econom- 
ical to have its photo-copy work done 
by outside agencies. A third department 
wondered whether the ease of reproduc- 
tion was not conducive to waste in mak- 
ing unnecessary copies and so turn an 
expected economy into an unexpected ex- 
pense increase. The past few years 
have seen the development of a few very 
excellent reproducing machines for a 
very nominal price. It is reasonable to 
assume that many objections as to cost 
were based on the older, higher priced 
machines. These points we must, how- 
ever, leave for our readers’ cogitation 
and comment while we proceed to detail 
some of the uses. 















USES: 

1. Preparation of copies of trust agree- 
ments, wills, birth certificates, miscel- 
laneous documents 

2. Preparation of copies of clients’ cash 
statements 

3. Preparation of copies of letters from 
file for special purposes 


Allied to the foregoing is the process 
by which all current trust department 
records as well as all documentary re- 
cords are filmed and the film record care- 
fully preserved. This would include trust 
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agreements, cash ledger sheets, security 
ledger sheets, important correspondence 
and the like. 


One trust company mentioned that it 
had found the machine inexpensive and 
that the films took up very little space in 
the safe deposit vault where they were 
stored. The filmed duplication of its re- 
cords was considered in the nature of 
fire insurance for valuable and legally 
important records. 


Duplicating Machines and Printers 


UPLICATING machines of various 

nature—stencil, special carbon or 
the old-fashioned gelatin have found a 
place in trust department operations. 
This type of equipment was generally 
used for preparing advices, forms or no- 
tices for internal circulation. Use was 
also found for various kinds of dupli- 
cators or printers, type or offset, on 
which form letters and notices to clients 
were prepared. Examples of various 
uses in personal and corporate trust de- 
partments follow. 


USES: (STENCIL OR CARBON—for in- 
ternal distribution) Preparation of: 


. Daily attendance reports 

. Directors’ reports 

. Departmental instructions 

Schedules of various nature 

Job requisition forms 

Investment or security analysis 

Economic reviews 

. Change of address forms 

. Record of old accounts closer or new 
accounts opened 

10. Record of deaths 

11. Administration action lists 

12. General departmental announcements 


USES: (DUPLICATORS OR PRINTERS— 
for external distribution) Preparation 
of: 

. Proxy letters 

. Form letters of transmittal 

. Form letters of acknowledgment 

. Form letters to bondholders on sinking 

fund operations 

. Form letters answering bondholders in- 

quiries to trustee for information in 
case of defaulting issues 

6. Form requisitions to bank note com- 
panies covering instructions for stamp- 
ing new securities 


CONRAN WHE 


mode 


ou 
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. Form letters on calls, redemptions, con- 
versions, etc. 

. Assignments of claims 

. Form letters to principals reporting se- 
curities received and on deposit under 
reorganization plan 


Printing Plants: One or two large 
trust departments mentioned that their 
organization was operating a printing 
plant for trust department and commer- 
cial banking department uses. These 
plants were found to be economical be- 
cause of the convenience and speed with 


which special situations could be met 


which required quick action. They were 
also found economical for large runs of 
forms which were subject to few if any 
changes over a period of time. A third 
factor was that it permitted the print- 
ing of information confidential to the 
organization without the use of outside 
agencies. 


Fanfold Machines, Forms and Miscell- 
aneous Records 


ANFOLD machines and forms were 

credited with having proved of value 
in reducing the cost of the preparation 
of tickets, particularly those controlling 
the flow of securities and requiring a 
large number of copies. 

Although some trust departments 
praised fanfold forms, others evidently 
had the firm conviction that multi-copy, 
one-time carbon forms served their se- 
curity ticket problem best. This dif- 
ference of opinion is something for our 
readers to consider and carefully study. 
Other Records and Forms mentioned 

follow: 

1. The income tax history card which 
is credited with eliminating the neces- 
sity of research when the income tax de- 
partment is busiest. 

2. The open account slip which, dis- 
tributed to various interested branches 
or sections of the department, was found 
effective in starting an account off on 
the right basis. 

3. Tickler cards and tickler systems 
which were given credit for good per- 
formance in controlling payment of re- 
mittances, the ending of statements and 
such operations as form the basic duties 
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of the operating section of a trust de- 
department. 

4. Estate and trust progress forms 
which in many trust departments form 
the basis for all trust administration 
activities and serve as an outline and 
control of the many varied duties to be 
executed and observed by the trust de- 
partment. 


A final thought on the consequences: 
Competition and cooperation are forces 
for progress. Progress creates efficien- 
cy. Efficiency produces operating sav- 
ings. Operating savings increase earn- 
ings. Increased earnings are essential 
to higher salaries. 


Note: It is to your personal interest 
to tell us how you have accomplished 
operating economies in your trust admin- 
istration. In one of our early issues we 
shall provide for a sequel to this article, 
dedicated to “Increased earnings through 
operating economies and cooperation.” 

ee 
Charles Cornelius Hull has been appoint- 
ed secretary of the New York Chapter, 
American Institute of Banking. 
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The Transformation of Transportation 


WILLIAM F. EDWARDS 
Analyst, Goldman, Sachs & Co. 


Sweeping generalities rather than detailed analyses have characterized 
the typical discussions of the transportation crisis in this country. In his 
article, Dr. Edwards comes down to cases in picturing the nature of the 
problem. The reasons for the loss of freight and the likelihood of regain- 
ing these losses are clearly indicated. He has less confidence than has 
Dr. Parmelee in a return of business prosperity as a solution. Large 
amounts of freight have been irrevocably lost and cannot be regained. A 
change in policy, however, may enable the railroads to recapture some 
business now deemed as lost. Pertinent illustrations are given of dynamic 
rate adjustments which have helped recover traffic in the past and it is 
suggested that it is still not too late for the railroads to become adjusted 
to competitive conditions. Dr. Parmelee traces the growth of the various 
transportation agencies and emphasizes the role played by subsidies to 
agencies competing with the railroads. Fair and impartial regulation of 
all transportation agencies is viewed as essential. Dr. Edwards and Dr. 
Parmelee have made a concrete contribution to piercing the haze surround- 
ing the railroad problem and one that will be of immense value in helping 
the trust officer appraise investments in this field and also the efficacy of 
the programs of reform now being offered.—Investment Editor’s Note. 


HE American railroads are now in 
the ninth consecutive year of unsat- 


isfactory earnings. This is too long a 
period to be treated as a temporary sit- 
uation. It is true that the poor earnings 
have been due in part to the general low 
level of business, particularly in the 
heavy industries, and in part to inequit- 
able competition. To this extent time 


may be expected to restore the industry’s 
position. However, basic economic 
changes are the primary cause of this 
poor showing. To these changes the 
railroads must adjust their operations 
and capital structure. 

In every general classification of traffic 
we find that there has been a weakening 
in the position of the railroads. The 
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most important classification of carload 
traffic is that of Manufacturers and Mis- 
cellaneous. This classification produced 
gross revenues of $1,640.5 million in 
1928, and an average of $1,338.3 million 
in 1936 and 1937. If revenues had main- 
tained the same relation to production as 
in 1928, however, the 1936-1937 average 
would have been slightly more than 
$1,600 million. A review of the impor- 
tant items in this classification explains 
the cause of the decline. 


Petroleum 


ETROLEUM and petroleum pro- 

ducts have long been one of the more 
important sources of freight revenues. 
But the railroads are losing this busi- 
ness. In 1928 Class I railroads received 
$356.6 million for transporting petroleum 
and petroleum products. During 1937, 


when production of these products ex- 
ceeded that of 1928 by about one-third, 
railroad revenues amounted to $245 mil- 
lion, or 31% less than in 1928. 

As early as 1865 a pipe line was con- 
structed in Pennsylvania for the trans- 


portation of crude oil at a cost substan- 
tially less than charges of teamsters. 
Today all of the important oil fields are 
served with extensive systems of pipe 
lines extending from the fields to the sea- 
board or to refineries. The pipe lines 
have developed as an integral part of the 
petroleum industry, and are operated 
profitably at rates considerably below 
these charged by the railroads. It is 
estimated that the railroads handle only 
about 2% or 3% of the total crude oil 
transported, and this originates from 
new fields to which pipe lines have not 
been laid, from fields which produce so 
little oil that the operation of pipe lines 
is not feasible, and from miscellaneous 
shipments. 


The loss of crude oil traffic alone does 
not tell the full story of the effect of the 
oil pipe lines upon the railroads. The 
low cost of transporting crude oil by pipe 
line and water facilitated the develop- 
ment of refining near the markets for 
petroleum products; that is, crude oil 
was given the long haul—by pipe line 
and water—and petroleum products the 
shorter haul by rail. Here existed a 
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fertile field for the motor truck, and rail- 
road revenues from petroleum products 
are recording this story. 


Gasoline 


HE gasoline pipe line is a develop- 

ment which further threatens the 
position of the railroads. Gasoline pipe 
lines have long been used to move re- 
fined oil and gasoline to tidewater ship- 
ping terminals. More recently the petro- 
leum industry has commenced to utilize 
them in distributing gasoline to market- 
ing points. The Great Lakes Pipe Line 
Company, which operates about 2,100 
miles of gasoline pipe lines, the most ex- 
tensive system in operation, was organ- 
ized in July 1930. This pipe line is con- 
trolled by eight large oil companies. In 
February 1930 Standard Oil Co. of New 
Jersey converted a six hundred mile 
crude oil pipe line into a gasoline pipe 
line and in 1931 additional gasoline pipe 
lines were completed. 


During 1932 gasoline originated by 
interstate gasoline pipe lines equalled 
only 6.6% of that year’s production. 
Further increases were reported each 
year to 1937 when it amounted to 12.1% 
of the total. It is certain that the gas- 
oline lines increased further their share 
of the business for 1938. These lines 
have proved mechanically and financially 
successful. As with the crude oil pipe 
lines, they are financed by affiliated petro- 
leum companies seeking to strengthen 
their competitive position and lower 
costs of distribution. It appears almost 
certain that this little talked of agency 
will continue to divert profitable gasoline 
traffic from the railroads. 


Automobiles 


HE automobile industry is the third 

important source of revenues from 
carload manufactured traffic. Here we 
find a material weakening in the position 
of the railroads. The production of 
automobiles during 1936 and 1937 aver- 
aged slightly higher than in 1928 while 
railroad revenues from automobiles and 
related products showed a decline of 31%. 
The practice of driving automobiles away 
from the manufacturing and assembly 
plants has long been a competitive prob- 
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lem for the railroads. Truckaway units 
are now hauling away many of the ship- 
ments. 

The decentralization of assembly activ- 
ities has further contributed to the high- 
way movement, although the shipment of 
parts somewhat offsets this factor. There 
has also been an increase in the forward- 
ing of automobiles by water, particularly 
on the Great Lakes. Of the automobiles 
shipped in the United States during 
1926, 72.6% were by rail, 24.8% by high- 
way and 2.6% by boat. By 1937 the pro- 
portions were 41.9% by rail, 51.0% by 
highway and 7.1% by boat. As a net re- 
sult, we find that with production of 
automobiles in 1937 10% higher than in 
1928, about 100% more were shipped by 
highway and boat and about one-half 
less by rail. 


Products of Mines 


OW let us consider the important 

classification, Products of Mines. 
Revenues from this group declined from 
$1,332.7 million in 1928 to an average 
of $1,022 million in 1936 and 1937. About 
two-thirds of this decline appears to 
have been due to lower production and 
the balance, about $120 million, to the 
loss of tonnage and revenues not related 
to the decline in production. 


Bituminous coal accounts for about 
60% of the revenues from products of 
mines and to about 16% of total operat- 
ing revenues. The proportion of bitum- 
inous coal production loaded at mines for 
shipment by rail remained about the 
same during the period from 1927 
through 1932, after having shown a 
slightly upward trend since prior to 1915. 
Following 1932 the published figures 
show a decline in the proportion of bi- 
tuminous coal loaded for shipment by 
rail. Rail shipments amounted to 89.2% 


of total shipments in 1932 and declined . 


each year until it reached 84.4% in 1936. 
Vessels and trucks, chiefly the latter, 
gained the traffic. 

Some trucking of bituminous coal was 
to be expected with the development of 
this agency because of the scattered pro- 
duction of many small mines. It has 
been accentuated by the ability of truck- 
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ers of coal to undersell local dealers. 
Nevertheless, the largest part of bitum- 
inous coal production is used for indus- 
trial purposes; it moves in carload lots 
at a low rate per ton mile, and it is un- 
likely that this traffic will be further 
materially affected by highway competi- 
tion. The traffic loss is principally short 


haul, and the competitive problem is es- 


sentially a local one. 
More important to the railroads than 


the loss of bituminous traffic to trucks 
and vessels is the trend in consumption 
of bituminous coal. Following a long 
period of increasing output, the produc- 
tion of bituminous coal showed no up- 
ward trend from the period following 
the World War to 1929, while certain 
other sources of energy expanded con- 
siderably. Although bituminous coal 
consumption during 1936 and 1937 aver- 
aged about 80% of the late 1920’s, the 
consumption of certain other important 
sources of energy which compete directly 
or indirectly with coal was higher. Thus 
it is evident that bituminous coal is be- 
coming a less important source of en- 
ergy; that consumption is becoming pro- 
portionately smaller. 


Anthracite 


NTHRACITE has been an im- 

portant source of traffic to the rail- 
roads and some of the anthracite rail- 
roads have, until recent years, been 
among the stronger systems. But con- 
ditions have changed. Anthracite rev- 
enues during 1937 were less than in the 
low year of 1933 and were 40% below 


1928, while in 1938 a further decline in 
anthracite traffic was recorded. Truck- 
ing of anthracite was of little conse- 
quence until about 1931-1932, when it 
quickly became a serious problem. The 
relatively close proximity of the Penn- 
sylvania fields to the densely populated 
regions, which account for the greater 
part of the consumption of anthracite, 
makes possible extensive trucking oper- 
ation. Anthracite “bootlegging” during 
recent years amounting to about 3 to 4 
million tons annually has been at the ex- 
pense of the railroads as well as of the 
legitimate producers, since all of the 
stolen coal goes by truck. 


However, the important factor is the 
decline in anthracite consumption. In 
1926 anthracite production amounted to 
84.4 million tons, and the consumption 
of oil in burners was estimated at 9.7 
million barrels. The production of an- 
thracite (excluding illicit production) 
amounted to 51.9 million tons during 
1937, a decline from 1926 of 39%. The 
estimated consumption of oil in oil burn- 
ers in 1937 is 81.2 million barrels, an in- 
crease during the period of 7 1/3 times. 
The past year saw a further decline in 
anthracite production while oil burner 
consumption again increased. 


Gravel, Sand & Stone 


HE analysis of Gravel, Sand and 

Stone traffic throws further light on 
the economic changes detrimental to the 
railroads. These products accounted for 
$120.1 million of revenues in 1928. The 
average for 1936 and 1937 was $45.5 
million, a decline of 62%. An important 
factor, of course, was the decline in 
building, but other causes have been at 
work, 


Sand and gravel sold or used by pro- 
ducers in the United States amounted to 


. 210 million tons in 1928. Of this, 95% 


was produced by commercial producers 
and 5% by non-commercial producers— 
that is, by states, counties and other gov- 
ernmental agencies, or by contractors for 
their exclusive consumption and often 
with publicly owned equipment. For 
1937 total production was 190 million 
tons, only 10% below 1928. But non- 
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commercial production has become a 
larger proportion of the total, amount- 
ing to 34% in 1937; and practically all 
of the non-commercial production moves 
by truck. 


Moreover, the commercial producers 
are shifting to other agencies. Of the 
commercially produced sand and gravel, 
exclusive of glass and molding sand 
which is generally not subject to haul, 
and railroad ballast which moves ex- 
clusively by rail, 53% was shipped by 
rail in 1928. This figure declined to 
38% in 1932 and 1933 and in 1937 reach- 
ed a new low of 36%. 


Turning to crushed and broken stone 
we find similar developments. During 
1930, 91% of the crushed and broken 
stone for concrete and road metal and 
railroad ballast was produced by com- 
mercial producers and the remaining 9% 
by non-commercial producers. The pro- 
portion accounted for by commercial pro- 
ducers has averaged about 70% during 
the past five years, with non-commercial 
production increasing to 30% of the 
total. Practically all of the latter moves 
by truck. Of the commercial produc- 
tion, 55% was shipped by rail in 1930, 
and by 1937 rail shipments declined to 
26%. 


Iron and Steel 


RON and steel products have advanced 
to first place as a producer of rev- 
enues, among manufactured products 


transported by the railroads. There has 
been extensive diversion of some items 
in this group, but, as a whole, the loss 
has been small. As an indication, pro- 
duction of steel ingots during 1937 was 
slightly less than 2% below 1928 while 
railroad tonnage of iron and steel pro- 
ducts declined 7% and revenues from this 
source declined 8%. 


Iron Ore traffic is a shining light to 
which reference should be made. This 
is one of the few categories in which we 
find no weakening in the position of the 
railroads. Revenues from this source in- 
creased with the expansion of business 
following 1932 as railroad revenues in 
general formerly did during periods of 
business expansion. Iron ore revenues 
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amounted to $79.2 million in 1928, less 
than one-half those from anthracite. In 
1937 they amounted to $89.9 million, a 
gain over 1928 and now less than 10% 
below anthracite revenues. 


Most of the iron ore traffic originates 
in the Lake Superior region and is haul- 
ed by rail a relatively short distance to 
Lake Superior. From there it moves 
east by water, some of it going to Calu- 
met and Indiana harbors, where it, to- 
gether with some of the ore arriving at 
Lake Erie ports, is smelted locally. A 
large amount of the ore, however, moves 
to Lake Erie ports and from there is 
shipped by rail to important steel cen- 
ters such as Pittsburgh and Youngstown. 
This movement gives rise to two impor- 
tant rail hauls. 

It appears improbable that the rail- 
roads will encounter competition for this 
traffic because of the size of the ship- 
ments, the low cost at which it is trans- 
ported by water and rail, and the use of 
specialized equipment at practically all 
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transfer points. The greater part of the 
Alabama production of iron ore is used 
locally and thus gives rise to relatively 
little railroad traffic. 


Agricultural Products 


URING 1936 and 1937 the produc- 
tion of agricultural products aver- 
aged about 10% below 1928. As against 
this, the railroads reported a decline of 
25% in agricultural products hauled and 
revenues were 35% lower. Had railroad 
tonnage and revenues remained in the 
same relation to production as in 1928, 
gross_ revenues 
from products of 
agriculture would 
have averaged dur- 
ing 1936 and 1937 
about $200 million 
more than the 
$477.6 million ac- 
tually reported. 
This decline was 
due to numerous 
factors and varied 
widely with differ- 
ent commodities 
and sections of the 
country. Revenues 
from grains declined during this period 
about 50%. A little. over one-third of 
this decline can be attributed to lower 
production. The remainder was due to 
a smaller proportion of the crop being 
hauled by the railroads and to lower 
rates. 


Cotton 
OTTON production in 1936 and 1937 
averaged about 8% above 1928, the 
1936 crop being smaller while a bumper 
crop was grown in 1937. Railroad rev- 
enues from cotton, on the other hand, 
declined 44%. As in the case of grains, 
the Administration’s agricultural pro- 
gram has played a part detrimental to 
the interest of the railroads. An econ- 
omic factor of importance has been the 
shift in location of the textile industry. 
In 1920, 56% of the cotton used domes- 
tically was consumed in cotton growing 
states. By 1929 this had increased to 
76%, and for 1938 it amounted to 85%. 
The location of mills near the produc- 
ing regions gave encouragement to direct 
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deliveries of cotton by trucks. While the 
trucking of cotton was steadily growing 
it did not become of real importance un- 
til 1931. This is illustrated by cotton 
receipts at Houston. From the 1923- 
1924 season through the 1929-1930 
season the proportion of total receipts by 
truck or wagon increased from 1.0% to 
8.6%. 

For the 1930-1931 season truck re- 
ceipts increased to 24.5% of the total 
and increased further to 44.3% in the 
1931-1932 season. The next year truck 
receipts declined to 32.6%, and during 
the past four years 
they have averaged 
nearer 20% of total 
receipts. The sud- 
den increase in the 
trucking of cotton 
was largely the 
fault of the rail- 
roads. and empha- 
sizes the competi- 
tive situation 
which exists. In 
the spring of 1931 
railroad rates on 
cotton were in- 
creased. Cotton de- 
clined sharply in price that year making 
even the former rates more burdensome. 
The low level of business activity render- 
ed idle trucks which could be used to haul 
cotton at low rates. This set of circum- 
stances resulted in the sudden shifting of 
the cotton traffic to the trucks. Subse- 
quently the railroads reduced rates and 
improved their service. Some states re- 
stricted trucking operations, and the 
railroads regained part of the lost traffic. 


Fruits and Vegetables 

ROWERS of fruits and vegetables 

were among the first to make ex- 
tensive use of the motor truck. Although 
production was higher in 1936 and 1937 
than in 1928, railroad revenues from 
fresh fruits and vegetables declined from 
$284.1 million to an average of $213.9 
million, the larger part of the decline 
occurring in fresh fruits. The propor- 
tion of the different commodities ship- 
ped by truck varies widely, ranging from 
more than 90% for green corn to nearly 
10% for lemons. 
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There are also wide variations by re- 
gions. While most of the fresh fruits 
and vegetables grown in the Middle At- 
lantic States move to market by truck, 
the railroads continue to handle the bulk 
of shipments from certain other regions, 
such as Washington and Oregon. 

The movement of fresh fruits and 
vegetables by boat should also be con- 
sidered. Prior to 1913 the Florida citrus 
crop moved to local ports by rail, or 
otherwise, and then to North Atlantic 
ports by vessel. That year the rail- 
roads inaugurated an improved service 
for this traffic including refrigeration, 
facilities for pre-cooling and through 
routes from points of production. Prac- 
tically all of this traffic subsequently 
moved by rail—until the steamship com- 
panies met this competition. In Jan- 
uary 1929 one water line commenced to 
operate boats equipped with refrigera- 
tion. Thereafter other boats were so 
equipped and put into service. In addi- 
tion, the steamship companies provided 
pre-cooling facilities at ports and their 
rates were lower than those charged by 
the railroads. 

The result: Shipments of citrus fruits 
from Florida to North Atlantic ports 
during the 1930-1931 season were about 
93% by rail and 7% by boat. The pro- 
portion moved by rail declined to 14% 
of the total for the 1934-1935 season, 
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while that moved by boat increased to 
86%. The railroads met this situation 
by reducing rates and improving their 
service. For the 1937-1938 season they 
increased their proportion of traffic to 
45%, and it is estimated that the 1938- 
1939 season will show a further mod- 
erate gain. 


The outcome is that the railroads have 
been able to meet this competition and 
regain part of the lost traffic, but with 
much lower rates and more expensive 
service. Intercoastal shipping of fresh 
fruits and vegetables is not now of im- 
portance. In view of the large quanti- 
ties moved from the Pacific Coast to the 
East, there remains the possibility that 
developments may be made in this service 
which would place it in a position to com- 
pete for this profitable traffic. 


Animals 


HE position of the railroads with re- 

gard to the classification of traffic 
referred to as Animals and Products has 
been weakened even more than in the 
classification of agricultural products. 
The decline in revenues from Animals & 
Products from $242.6 million for 1928 to 
an average of $161.2 million for 1936 
and 1937 was entirely attributable to the 
loss of traffic and rate adjustments, as 
the production of these items averaged 
about the same. Of the total live stock 
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receipts at principal markets, trucks ac- 
counted for 5.2% in 1920. The propor- 
tion delivered by truck increased to 
18.5% by 1928 and 54.3% in 1938. 


These figures probably understate the 
importance of live stock movements by 
truck because of the increase in import- 
ance of truck deliveries to interior points, 
which shipments are not included. It is 
interesting to observe that this move- 
ment toward trucks developed while 
truck rates on live stock were “generally 
materially higher than carload rail 
rates.” Convenience and speed seem to 
be the principal reasons for shifting to 
the motor truck. 


Forest Products 


T is estimated that railroad revenues 

from Products of Forests during 
1936 and ’37 would have averaged about 
$60 million, or 30%, more than actually 
reported had there been no change in 
the relation of railroad traffic and rev- 
enues to the production of these items 
since 1928. There is a favorable feature 
inasmuch as it appears that the diversion 
of this traffic occurred in the years prior 
to 1932 and 1933. Since then the rail- 
roads have increased traffic in about the 
same degree as production has increased. 


There is reason to believe that they 
will continue to do this and an expan- 
sion in building should be felt fully by 
this classification. As with certain other 
traffic items, however, the longer term 
trend of lumber consumption must be 
considered. Lumber is meeting increas- 
ingly keen competition from fabricated 
building materials. To date the dis- 


placement has been small but it is likely 
to continue gradually. 


L. C. L. Shipments 

HE last general classification of 

freight traffic is the Less-than-Car- 
load. This traffic reached its peak in 
1920 and by 1928 it had declined 30%. 
Revenues from Less-than-Carload freight 
amounted to $512.5 million in 1928 and 
shrank further to an average of $259.4 
million during 1936 and 1937. Had the 
decline in Less-than-Carload revenues 
been no greater than the decline in gen- 
eral business, revenues during 1936 and 
1937 would have averaged nearly $475 
million, or about 85% higher than ac- 
tually prevailed. 

Motor truck competition has been the 
most important cause of this decline. 
Other contributing factors include the 
changes in methods of distribution. 
Chain store organizations, manufactur- 
ers, and others, have established central 
distributing warehouses to which they 
ship in carloads and then make deliveries 
within reasonable distances by truck. 
The activities of the local jobber have 
been lessened considerably with the re- 
sultant loss in his outbound Less-than- 
Carload shipments. 

Other influences have been the in- 
creased operations of forwarding or con- 
solidating companies and some shifting 
of traffic to parcel post and express. Not- 
withstanding the efforts of the railroads 
in improving their service, revenues 
from this source continue to decline in 
relation to the general level of business. 


Passenger Traffic 


PACE does not permit detailed con- 

sideration of the other sources of 
railroad revenues, nor would such analy- 
sis do more than confirm the informa- 
tion already given showing the trans- 
formation which is under way. The de- 
cline in railroad passenger revenues 
from $1,287 million in 1920 to $902 mil- 
lion in 1928, and to an average of $428 
million during 1936 and 1937 was en- 
tirely due to the changed competitive 
position of the industry. It occurred 
while passenger travel increased greatly 
and while other passenger agencies ex- 
panded their business. 
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The railroads are spending a great 
deal of money buying new and modern- 
izing old equipment and in general are 
improving remarkably their passenger 
service. Nevertheless, there are no in- 
dications as yet that they will be able to 
more than hold their present relative 
position. What seems likely is that the 
better service being offered by the rail- 
roads, motor buses, and air carriers at 
attractive rates will draw some business 
from the private automobile and create 
additional travel in which all three agen- 
cies could participate. 


Railroad revenues from other than 
freight and passenger services amounted 
to $518 million in 1928 and declined to 
an average of $338 million during 1936 
and 1937. In part, this decline was di- 
rectly caused by the decline in freight 
and passenger traffic. Otherwise, it was 
due largely to competitive conditions. 


Milk traffic is an extreme example. 
Railroad revenues from this source de- 
clined from $36.7 million in 1928 to $12.1 
million in 1937, or by 67%, while the 
consumption of milk increased. The im- 
portance of the loss in this minor item 
alone is emphasized when we observe 
that New York Central’s revenues for 
transporting milk declined from $7.0 mil- 
lion in 1929 to $2.2 million in 1937, a 
reduction of about 75c per common share. 


Changing Demands 


HE purpose in presenting this ma- 

terial is not to see how black the 
railroad picture can be painted, but only 
so that both feet may be put on the 
ground solidly before conclusions are 
drawn. To approach the present situa- 
tion of the railroads by considering only 
the general status of the competing 
transportation agencies is quite inade- 
quate. It is when we look at the in- 
dividual traffic items and see what is 
happening that we grasp fully the trans- 
formation which is occurring in the 
transportation industry. 


We see that the railroads have lost a 
great deal of traffic to competing agen- 
cies and also because of economic 
changes in industry. Had the railroads 
handled the same amount of traffic and 
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received the same revenues for the ser- 
vice rendered in relation to production in 
1936 and 1937 as they did in 1928, it is 
estimated that freight revenues would 
have been about $950 million more than 
actually reported. Had the passenger 
and other revenues in 1936 and 1937 
equalled those of 1928 instead of being 
$650 million less, total revenues would 
have been about $1,600 million more than 
the railroads did in fact report. Such a 
figure as this, necessarily based on es- 
timates and relations, is not, of course, 
to be accepted as an accurate measure- 
ment of the loss in railroad revenues 
since 1928; but it does indicate roughly 
what has happened to the industry dur- 
ing this relatively short period. 

We also find that much of the so-called 
backbone traffic of the railroads, bitum- 
inous coal, anthracite and lumber, is de- 
clining in economic importance. Con- 
versely, most of today’s growth in- 
dustries, such as the chemical and air- 
craft, are not providers of a large volume 
of railroad traffic. An expansion in the 
heavy industries to a degree that would 











give a well balanced recovery in business 
would be a big help to the railroads. 
Further regulation and possible increas- 
ed costs of highway and water carriers 
would aid somewhat the competitive sit- 
uation. Nevertheless, indications are 
that the downward trend in the relative 
position of this industry continues. Even 
if Congress were to pass all of the trans- 
portation laws which have thus far been 
seriously proposed, it is doubtful whether 
the basic difficulties of the railroads 
would be much relieved. 


The railroads were built to meet the 
transportation demands of the nation as 
they existed. Trunk lines were construct- 
ed to connect the important cities and 
sections of the country. Branch lines 
were added to serve the towns and vil- 
lages. These feeder lines were essential 
because products could be shipped but a 
few miles by wagon. Large investments 
were made in terminals, and terminal 
expenses constitute an important part of 
the cost of train service, and have be- 
come a handicap. The railroads had a 
transportation monopoly, and rates were 
determined by what the traffic would 
bear. High rates were charged on val- 
uable products simply because the traf- 
fic could pay them and still move. 


The nation’s demand for railroad ser- 
vice has now changed. A most impor- 
tant factor has been the development of 
the motor truck and the passenger auto- 
mobile, and the construction of a com- 
prehensive network of improved high- 
ways. Thousands of miles of railroad, 
and appurtenant properties, previously 
necessary and profitable have become un- 
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necessary and unprofitable. Transpor- 
tation has become a severely competitive 
industry; the rate level has been forced 
lower, and many services formerly per- 
formed by the railroads are now per- 
formed more efficiently by other carriers. 


What Can the Railroads Do? 


HIS brings us to the logical inquiry 

of what can the railroads do, and 
what is the outlook for their securities. 
In the first place, the railroads should 
work to attract every unit of traffic which 
can be handled on a basis that will con- 
tribute to their net earnings. They have 
made great strides in improving service 
and adjusting rates during recent years 
and the very pressure of circumstances 
should drive them on. 

Secondly, expenses should be reduced 
to the minimum. Rules for determining 
employees’ compensation should be ad- 
justed to eliminate inequities, such as 
payments by the railroads for work not 
done. Efficiency should be their goal. 
Obsolete equipment should be replaced, as 
they must now play the game as it is 
done in a competitive industry. Consoli- 
dations should be effected where desir- 
able from the point of view of the rail- 
roads and the public, and service should 
be synchronized. For example, trains 
should not leave New York for Chicago 
at the same time for the purpose of com- 
peting with each other, but on a schedule 
which will attract to the railroads the 
maximum amount of profitable traffic. 

Thirdly, unprofitable mileage should be 
abandoned to the extent possible. The 


railroads should cut the suit to fit the 
shrunken cloth, as it were. 


If it is ne- 
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cessary to maintain unprofitable mileage 


for purposes of national defense and 
public convenience, to that extent the 
railroads are justified in asking the Gov- 
ernment for a subsidy. 

Fourthly, the capital structure of the 
railroads should be adjusted to their 
lower earning power. The Class I rail- 
roads now have outstanding about $10.7 
billion par value of bonds and $8.1 bil- 
lion book value of stocks, a total of $18.8 
billion. It is estimated that as of the 
close of 1938 these securities had a mar- 
ket value of about $9.1 billion, distrib- 
uted $6.3 billion of bonds and $2.8 billion 
of stocks. This indicates the “market 
place” appraisal of the railroads. 

There is no reason for believing that 
the railroads are destined to repeat the 
history of the turnpikes, the canals and 


the trolleys. There remains an impor- 
tant and profitable place for them in 
America’s industry. The railroads are 
superior to any other agency yet devel- 
oped for the transportation of a large 
quantity of products. They are able to 
provide a passenger service for which 
there is, and probably will remain, a 
demand. The fact that some roads, and 
important parts of almost every major 
railroad system in bankruptcy or receiv- 
ership, have operated profitably in each 
of the years since 1930 is evidence that 
the railroad industry adjusted to pre- 
vailing conditions can be operated profit- 
ably. The future investment status of 
railroad securities is dependent upon the 
extent to which the railroad companies 
make the needed adjustments. 


“Railroads On Parade” At New York World’s Fair 


HE railroads, for the first time in 
World Fair history, have pooled their 
efforts and resources to make a giant demon- 
stration of railroad transportation service 
to the public. The New York World’s Fair 
Railroad Exhibit, sponsored by 27 eastern 


railroads, with building and trackage, cov- 
ers 17 acres. Its value is anywhere from 
three to five million dollars. 

The program for the exhibit contains 
three entertainment features; Railroads on 
Parade, a mighty pageant of transport de- 
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velopment; Railroads at Work, a dramatic 
presentation in miniature; Railroads in 
Building, an animated cyclorama demon- 
strating the actual construction of rail- 
roads and railroad equipment. 

In addition to these show features there 
will be track exhibits of the newest foreign 
and American trains and locomotives; a 
“yard” with old-time station and an as- 
sembly of old-time engines and coaches not 
“parading” in the pageant; and the largest 
steam locomotive ever built will operate 
under its own power on a roller bed. Among 
the foreign trains on view will be the “Cor- 
onation Scot,” Great Britain’s crack flyer; 
from Italy a de luxe electric train complete 
and two locomotives; two giant Soviet loco- 
motives, and two Canadian. The E. G. 
Budd and Pullman Company will loom large 
among the exhibits of American trains and 
cars. 

Railroads On Parade will be a real stage 
presentation in story, music, and pageant 
of American transport history from cov- 
ered wagon days to the latest streamlined 
locomotives and de luxe trains of today. It 
will be presented on an outdoor stage, 250 


feet wide and 100 feet deep, providing space 
for two standard gauge railroad tracks for 
the “parade” of engines and trains (old- 
timers and modern). 

In sixteen scenes, and in actual settings 
and costumes of the periods, actors, horses, 
locomotives, covered wagons, coaches, and 
ships will re-enact the part transportation 
has played in the opening up of a con- 
tinent. 


Railroads At Work will be a huge scenic 
diorama 160 feet in breadth and 40 feet in 
depth—the largest ever built—its actors, 
scale-model trains, barges, car ferry, signal 
towers, rotary car dump, coal tipple, round 
house, and so on, demonstrating for the first 
time anywhere the complete operation of 
a modern railroad system. Miniature trains 
and locomotives (500 pieces of rolling stock 
in all) will ply over 3,800 feet of “0” gauge 
track; cross bridges, disappear in tunnels, 
bring coal from mine head to car ferry and 
on again from ferry slip to steamship, to 
be dumped automatically into the ship’s 
hold; will demonstrate suburban and main- 
line passenger service, the arrival and de- 
parture of trains at station ‘stops, auto- 
matic block control and signal system, high- 
speed and local freight service; come into 
receiving yards to be broken up and re- 
classified for their runs—a 24-hour oper- 
ation, exactly as in life which, for the same 
demonstration, would require 40 miles of 
track and 50 square miles of terrain. 


Railroads In Building will be a graphic 
demonstration of the actual construction of 
railroads and railroad equipment, from for- 
est clearing for a right-of-way to the com- 
pleted system. From a spiral ramp spec- 
tators will follow step by step the various 
operations that go into the building of a 
railroad. They will see the raw materials 
“flow” from the mountain sides to the 
smelters, foundries, and fabricating plants, 
logs cut and moved through the water- 
courses to the sawmill and converted into 
lumber, watch the progress from the raw 
to the finished product, and finally see them 
incorporated into the completed railroad 
system. 

a 

The Continental Illinois National Bank & 
Trust Co., Chicago has been named by The 
Texas Corporation as trustee on the $40,- 
000,000 3% debentures which are currently 
being offered. 

The Texas Corp.’s previous debenture is- 
sue had the Central Hanover Bank & Trust 
Co., New York, as trustee. 
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NMESHED in and contributing to 

the eventful activity of the past 
quarter of a century was transportation, 
the conqueror of distance, a monument 
to man’s scientific development. Yet the 
same uneven and frenzied trends that 
have characterized world political and 
economic affairs during this period are 
also apparent in transportation. 


At the outbreak of war in 1914, steam 
railroads enjoyed a virtual monopoly of 
commercial transportation in the United 
States. The automobile was just emerg- 
ing from the period when it was con- 
sidered more a luxury than a practical 
means of transportation. Roads were 
generally poor, at least from the view- 
point of modern standards, and the motor 
vehicle itself was subject to mechanical 
failures. Airplanes were in the early 
stages of development. Inland water- 
ways and canals awaited a Prince Charm- 
ing, in the form of the Federal govern- 
ment, to restore them to their former 
activity through expenditures of public 
funds. 


World’s largest locomotive, built for New York World’s Fair Railroad Exhibit. 
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Following the outbreak of the war, and 
our entrance into the struggle in 1917, 
economic activity soared to new produc- 
tion peaks, accompanied by an inflation- 
ary movement of prices. The Federal 
government took over operation of steam 
railroads as a war measure, and under- 
took operation of barges on the Missis- 
sippi River and on the New York State 
Barge Canal. Meanwhile, the motor ve- 
hicle and the airplane became parts of 
the modern war machine, which hasten- 
ed and stimulated their development. 


Post-War Developments 


MERGING from the war period, the 
railroads returned to private oper- 
ation in 1920. The government retained 
its barge operations on the Mississippi 
River, and a few years later created the 
Inland Waterways Corporation, a wholly- 
owned government enterprise, for the 
purpose of continuing barge line services 
on the Mississippi and Warrior rivers. 
The motor vehicle showed tremendous 
growth in number and capabilities. The 
“good roads” movement began with the 
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first Federal-aid act, and state and local 
expenditures for construction and main- 
tenance of highways increased year by 
year. Commercial uses were developed 
for the airplane. 

The Twenties—Following the brief de- 
pression of 1921 and 1922, a period of 
economic expansion began. Steam rail- 
way properties, sorely in need of rehab- 
ilitation from the rigors of the war per- 
iod, were not only restored to efficient 
physical condition, but operations attain- 
ed peak levels of adequacy, efficiency, 
economy and safety. 

The motor vehicle developed fast dur- 
ing this period, particularly as a com- 
mercial passenger and freight carrier, 
aided by governmental expenditures for 
improvement and maintenance of streets 
and highways. Scheduled air line ser- 
vices made their appearance, stimulated 
by favorable mail contracts and govern- 
mental expenditures for aids to air nav- 
igation. Huge sums were appropriated 
annually by Congress for improvement 
of inland rivers and canals. Pipe line 


mileage for transportation of oil and 


natural gas was extended. 

Adoption of a sound national trans- 
portation policy during this period, de- 
signed to encourage orderly growth of 
the several agencies of transport, each 
in the sphere to which economically best 
fitted, would have done much to prevent 
the chaotic transportation conditions of 
today. Failure to adopt such a policy at 
that time led to wasteful duplication of 
transportation facilities and to the rise 
of ruinous competition. 

The Thirties—Transportation, during 
ten years of economic depression since 
1929, presents a confused picture. On 
the one hand, steam railroads, backbone 
of the nation’s transportation system, at 
once industries’ servant and best custo- 
mer, and contributor of as much as one 
million dollars per day in taxes to the 
support of governments, not only had to 
withstand the ravages of depression, but 
also a steadily increasing erosion of traf- 
fic resulting from unregulated and more 
or less subsidized competition. On the 
other hand, motor vehicles, inland water 
carriers and airlines, at best specialized 
carriers performing limited services, 
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were enabled through government as- 
sistance and comparative absence of reg- 
ulation to expand during the period. 
Highway, waterway and air carriers 
enjoy increasing traffic volumes. Why? 
In part, technical advancement in the 
newer mechanism of transportation, the 
motor vehicle, the airplane, the towboat 
and barge, with increasing use of the 
methods of mass transportation; in part, 
inequality of treatment of rail and other 
carriers by the government. The user 
of rail transportation pays one hundred 
per cent for the services he buys. The 
user of highways, waterway and air 
transportation pays something less than 
100 per cent, the difference being made 
up from the pockets of the taxpayers. 
Rail carriers are fully and comprehen- 
sively regulated, as the result of fifty 
years of legislative and administrative 
policy; other carriers are less fully reg- 
ulated, and a much less comprehensive 
administrative’ machinery supervises 
their operations and their policies. 


At The Cross Roads—National Policy 
Needed 


E have come to the crossroads in 
\ \ the history of transportation. The 
turn which we take, if there is to be a 
change from the destructive path we 
now follow, will be determined by the 
answer we give to the questions: How 
regulate our agencies of transport, and 
who shall pay the cost of transporta- 
tion? Years ago there was only one 
answer to the latter question. The user 
paid the full cost of transportation ser- 
vices rendered to him; the important 
highways of the past were largely turn- 
pikes, toll roads and toll bridges; ever 
many of the earlier canals (such as the 
Erie) and other public works charged 
tolls for their use. Now, however, we 
find an increasing volume of traffic be- 
ing moved partly at the expense of the 
general taxpayer. Such a policy, if con- 
tinued, leads only to destruction of the 
most efficient and economical mode of 
transportation the world has even known, 
the modern steam railroad system. 
For a number of years, commissions 
and committees of varied origin and 
purpose have stressed the need for 4 
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definite national transportation policy. 
The most recent expression of this kind 
appears in the report of the joint com- 
mittee of three rail executives and three 
rail labor leaders (Committee of Six) 
appointed by President Roosevelt in Sep- 
tember, 1938, to consider the transporta- 
tion problem, and to recommend legis- 
lation. The report of the committee, sub- 
mitted December 23, 1938, placed pri- 
mary importance on the adoption of a 
national policy, impartially admin- 
istered : 


“There should be no further delay in 
the adoption of a definite national trans- 
portation policy which will provide for 
fair and impartial regulation of all modes 
of transportation. Such regulation should 
be so administered as to preserve the in- 
herent advantages of each mode of trans- 
portation, promote safe, economical and 
efficient service, and foster sound eco- 
nomic conditions; encourage fair wages, 
equitable working conditions, established 
through collective bargaining; and pre- 
vent unfair or destructive competition; 
all to the end of promoting, encouraging, 
and insuring the development of a na- 
tional transportation system adequate to 
meet the full needs of commerce, of the 
Postal Service, and of the national de- 
fense. It is equally important that there 
be uniformity and impartiality in their 
administration.” 


Impartial Supervision 


NOTHER recent expression, from an 

official source, is found in the report 
of three members of the Interstate Com- 
merce Commisison, the Splawn Com- 
mittee, who in the spring of 1938 made 
a report to the President on the trans- 
portation problem: 


“If there is to be equal and impartial 
treatment of all the important forms of 
transportation, it is highly desirable, in 
order that the results desired may be ef- 
fectively accomplished, to concentrate 
regulatory activities in a single agency. 
This has now been done in the case of 
railroads, motor carriers, and pipe lines. 
We believe that it should be done with 
respect to water carriers and air car- 
riers.” 


Formulation by Congress of such a 
policy as is recommended by these two 
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commitees, together with enactment of 
suitable legislation to carry out the prin- 
ciple of equal opportunity and equal reg- 
ulation for all modes of transportation, 
would be the first step toward construc- 
tive solution of the transportation prob- 
lem as it exists today. 

Much discussion has centered around 
the relative economic fitness of the sev- 
eral agencies of transport to conduct the 
transportation services of the United 
States, efficiently and economically, and 
around the question of the amount of 
government assistance each agency re- 
ceives, directly or indirectly. 

The Committee of Six emphasized the 
fact that every agency of transport is 
entitled to such traffic and traffic growth 
as it may derive from its natural ad- 
vantages. They recommended, however, 
that an impartial government body in- 
vestigate the artificial advantages, in the 
fields of regulation, taxation and subsi- 
dies, that any of the agencies might en- 
joy, and 

“the relative economy and fitness of rail 

carriers, water carriers, and motor car- 
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riers for transportation service, or any 
class thereof, with the view of determin- 
ing the service for which each is especial- 
ly fitted or unfitted and for which its use 
should accordingly be encouraged or dis- 
couraged in the interest of avoiding 
wasteful and destructive competition.” 


Recent Shifts in Traffic 


N the freight field, the ton-mile traf- 

fic of the railways decreased 19 per 
cent between 1926 and 1937. At the 
same time, waterway traffic (rivers, 
canals, and the Great Lakes) increased 
10% per cent, motor carrier traffic in- 
creased 84 per cent, while pipe line traffic 
increased 106 per cent. 

In the passenger-carrying field, the 
passenger-mile traffic of the railways de- 
creased 31 per cent between 1926 and 
1937, waterway traffic declined 29 per 
cent, while motor carrier traffic increased 
31% times (349 per cent) and airplane 
traffic 190 times (19,000 per cent). 

The railways in 1926 handled 75 per 
cent of total commercial freight traffic 
of the United States; this proportion de- 
clined to 65 per cent in 1937. They hand- 
led 75 per cent of the total commercial 
passenger traffic in 1926, and only 52% 
per cent in 1937. 

While relocation of industry, changes 
in industrial products and methods, sub- 
stitution of materials (such as oil or gas 
for coal, hydro-electric for carboelectric 
power, manufactured and_ synthetic 
building materials for lumber, etc.), and 
other technical changes affected all trans- 
port agencies to some degree, the effect 
lay most heavily on the railways. They 
were first in the field, had the widest cov- 
erage, and have been most susceptible to 
mechanical and manufacturing changes. 
But their greatest loss has been that 
growing out of competition in the trans- 
portation field itself. 


Let us see how other agencies have 
fared, then glance at the railway situa- 
tion during the depression. 


Electric railways reporting to the In- 
terstate Commerce Commission have de- 
creased in number and are handling a 
declining proportion of the commerce of 
the country. 
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Pipe lines and air carriers have shown 
a considerable growth. Air carriers are 
assisted by government navigation facil- 
ities and by an air mail subsidy. 

All commercial agencies of transport 
enjoying government assistance of one 
sort or another have reported increased 
traffic in the past ten years. 


Highway Transportation 


ORE than 30,000,000 motor vehicles 

today operate over more than 
3,000,000 miles of state highways in the 
United States. The investment in ve- 
hicles, highways, roads and streets at 
the present time exceeds fifty billion dol- 
lars, of which roughly one-third repre- 
sents the value of vehicles (private in- 
vestment) and two-thirds the value of 
highways, roads and streets (public in- 
vestment). 

The motor vehicle has revolutionized 
passenger transportation in the United 
States during the past twenty years. An- 
nual passenger-miles performed by all 
motor vehicles are estimated at 500 bil- 
lion miles, an average of nearly 4,000 
miles per inhabitant per year. While the 
bulk of this service is private, there has 
also been a phenomenal growth in com- 
mercial bus operations, so that today in- 
tercity busses are approaching the num- 
ber of passenger-miles handled by steam 
railroads. Steam railroads handled 75 
per cent of the commercial intercity pas- 
senger traffic in 1926, while intercity 
busses handled less than 10 per cent. In 
1937, however, the railroad ratio had 
fallen to about 50 per cent, while the bus 
ratio increased to more than 40 per cent. 

Motor Truck Competition—Growth of 
motor truck transportation has been al- 
most as spectacular as that of the pas- 
senger car. Today about 4,250,000 motor 
trucks are in use, compared to about 
1,000,000 in 1920, and 2,440,000 in 1926. 
These vehicles perform private, contract 
and common carrier services. 

While the intercity truck handled 
about 4 per cent of the total commercial 
freight traffic of the country in 1926, it 
handled about 8 per cent in 1937. These 
figures hardly indicate the full signif- 
icance of the motor truck as a competitor 
for rail service, however, as they do not 
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show the types of commodities that have 
shifted from rail to truck transport, and 
the extent to which those commodities lie 
in the higher rate groups. 


Subsidy and Taxes 


N appraising the economic status of 

motor vehicle transportation, two 
pertinent questions come to mind. First, 
are highway users as a group paying 
their full share of the cost of highways, 
roads and streets provided for them? 
Second, are the different types or classes 
of vehicles paying in proper proportion 
for the use they make of the highways, 
roads, and streets? 


Three outstanding consulting engin- 
eers (Messrs. C. B. Breed, Clifford Older 
and W. S. Downs) recently submitted an 
independent report to the Association of 
American Railroads. They calculated 
total street and highway cost for the 
12-year period 1921 to 1932 at $20,876,- 
146,000, of which $15,788,349,000, or 75- 
.63 per cent, was in their opinion prop- 
erly chargeable to motor vehicle owners. 
They found, however, that motor ve- 
hicle taxes, registration fees, gasoline 
taxes, etc. for the period aggregated 
only $6,031,395,000, or 28.9 per cent of 
the total cost, and 38.2 per cent of the 
motor vehicle owners’ share of that cost 
—a subsidy to highway users of $9,- 
756,954,000 for that 12-year period. 


With respect to the period since 1932, 
the report added: 


“After 1932 and until 1938 partial 
figures only are available for highway 
expenditures, but an analysis of these 
figures shows that in the year 1937 
there was no less subsidy than in 
1932.” 


The railroads, on the other hand, built 
and they maintain and pay taxes on, the 
right-of-way over which they operate. 
This is an economically sound enter- 
prise, capable of meeting the demands 
for transportation service in an ade- 
quate, efficient, economical and safe way. 

Motor carriers now operate under a 
comprehensive system of Federal regula- 


tion, comprising the Motor Carrier Act 
of 1935. 
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Inland Waterways 


NLAND waterway transportation was 

one of the earliest means of trans- 
port. It has greatly increased in recent 
years, partly because of improvements 
in towboat and barge mechanics and in 
methods of operation, but mainly on ac- 
count of the expenditures of public 
monies. 

There are today about 450 common, 
contract, and private carriers operating 
on the more than 27,000 miles of nav- 
igable inland waterways. As in the case 
of highway transportation, the water- 
way carriers also enjoy a subsidy. Up 
to June 30, 1938, the Federal Govern- 
ment had expended $2,312,000,000 for 
the improvement and maintenance of 
rivers, harbors, and channels, exclusive 
of expenditures for flood control. Of 
that amount $1,691,000,000 was expend- 
ed for new work, and $621,000,000 was 
expended for maintenance and operation. 
More than three-fourths of these expen- 
ditures have been made since 1907. 

Local authorities have also expended 
large sums in providing terminals and 
other waterway facilities. 

Because of these huge governmental 
expenditures and because the water car- 
riers pay nothing for the use of the 
waterway, they are directly subsidized. 

Extent of subsidies—The Mississippi 
Valley Committee of the Public Works 
Administration in 1934 calculated the 
Government subsidy on the Mississippi 
River from Cairo to New Orleans at 
about 6 mills per ton-mile and that the 
subsidy on the Ohio River averaged 5 
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mills per ton-mile. The report then ad- 
ded that “allowing for the meandered 
course of the river, involving distances 
by water that are some 50 per cent more 
than those by rail, the actual public ex- 
penditures, when reduced to a basis com- 
parable to expenditures for rail haulage” 
would be approximately 50 per cent 
greater, or a subsidy of 9 mills per ton- 
mile on the Lower Mississippi and 71% 
mills per ton-mile on the Ohio River, 
computed on a rail ton-mile basis. 


Government operation—One of the 
largest barge lines in the United States 
is operated by the United States Govern- 
ment. These Federal Barge Lines oper- 
ate on the Mississippi, Illinois, Missouri 
and Warrior Rivers. They not only en- 
joy the right-of-way subsidy but this 
operation has been entirely financed with 
funds paid out of the government treas- 
ury, on which the government receives 
no return. 


Operators on the Great Lakes and on 
rivers and canals enjoy a large measure 
of freedom from economic regulation; 
that is, regulation of their rates, traffic 
practices, financial policies, and the like. 
Both the Splawn Committee and the 
Committee of Six recommended an ade- 
quate system of Federal regulation for 
these water carriers. The Committee of 
Six further recommended that they (ex- 
cept on the Great Lakes) pay tolls de- 
signed to reimburse the government for 
expenditures on the inland waterways for 
improvement of navigation. 


Nine Lean Years 


EW if any of the several agencies of 

transport have been prosperous in 
recent years. This is true even of those 
agencies that have shown traffic growth 
during the depression. However, the 
steam railways have suffered to an un- 
usual degree. 


Unrestrained and uneconomic compe- 
tition from other forms of transporta- 
tion, the prolonged economic depression, 
and rising costs of railway operations 
and taxes are the fundamental cause of 
the nine lean years of financial return, 
from 1930 to 1938. 
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The following table briefly shows what 
has happened to the railways since the 
crash in the fall of 1929. 

GROSS AND NET EARNINGS— 

Railways (Class I) in United States 


Total Net Railway Net Income 

Operating Operating After Fixed 

Revenues Income Charges 

Year (Millions) (Millions) (Millions) 
1929 $6,280 $1,252 $897 
1930 5,281 869 524 
1931 4,188 526 135 
1932 3,127 326 Def. 139 
1933 3,095 474 Def. 6 
1934 3,272 463 Def. 17 
1935 3,452 500 7 
1936 4,053 667 165 
1937 4,166 590 98 
1938 3,565 373 Def. 123 
Although materials and_ supplies 


purchased in 1938 were on a slightly 
lower price level than in 1937, the gen- 
eral index of prices for all materials and 
supplies stood at 129.9 in December, 
1938, the average for May, 1933 being 
100. 


Wage rates are today on a higher level 
than at any time in railway history; they 
were increased in the summer and fall 
of 1937 by an average of about 8 per 
cent. In 1929, railway taxes consumed 
6.3 cents out of each dollar of operating 
revenue. In 1938, this ratio stood at 
9.5 cents. 

The effect of the competitive situation 
on the railways is indicated in the fol- 
lowing table from an Interstate Com- 
merce Commission report: 


NET LOSS IN RAILWAY TONNAGE--- 
Railways of Class I in the United States 





Commodity 1937 
Products of Agriculture ______ 22,675,000 
Animals and products __.......__ 9,750,000 
Products of mines 38,731,000 
Products of forests _.......__.. 17,153,000 
Manufacturers and miscell- 

I sic nn SO 
i ee errr 17,253,000 
Total—net loss _..__._.____ 160,329,000 
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Class I railways would have handled 
160,329,000 more tons of freight in 1937 
had it not been for the loss of tonnage 
since 1928 “fon account of transport com- 
petition, relocation of industry or other 
economic changes not affecting the vol- 
ume of production.” 

The loss in revenue in 1937 is estimat- 
ed by the Commission at $523,000,000— 
a very substantial amount that was lost 
in that one year through competitive 
changes of different kinds. 

Insufficient revenue to meet this kind 
of a situation has caused sharp declines 
in railway net earnings. As a result, 
at the end of 1938, nearly one third 
(78,016) miles of the total railway mile- 
age in the United States was in the hands 
of receivers or trustees, the largest mile- 
age ever in the hands of the courts. 


The Remedy 


HE way out of transportation con- 

fusion has been indicated. First, a 
national transportation policy is needed, 
which will appraise the economic value 
of the several agencies of transport, will 
adjust any inequalities as to government 
aid and subsidy, and will apply to each 
a broad policy of regulation, impartially 
and effectively administered. 

Second, we need prosperity, a resur- 
gence of traffic moving by rail or other- 
wise, which will go a long way toward 
solving the economic and financial prob- 
lems of each and every agency. This 
need cannot be met by “wishful think- 
ing,” nor is it free from international, 
political, or industrial entanglements. As 
the Committee of Six said in its report, 
improvement in general business condi- 
tions, from whatever source it comes, 
will bring substantial relief to the situa- 
tion. 

Congress is now struggling with a 
number of bills, designed in one way or 
another to meet the recommendations of 
the Splawn Committee and the Commit- 
tee of Six, the Interstate Commerce Com- 
mission, and other bodies and groups. If 
they can evolve a set of legislative meas- 
ures that will assure a “fair field and 
no favor” to the several agencies of 
transport, none of them needs fear the 
future, because economic forces will gov- 


ern that future, and determine the final 
development of each. 


The Future 


UTURE developments in transporta- 

tion in the United States depend on 
a number of factors. Changes and pro- 
gress in the technique of transportation 
will be outstanding. What new develop- 
ments will take place in fuel and its util- 
ization, in the Diesel engine, in new 
methods to secure greater buoyancy and 
offset friction, in the unit of propulsion 
and the carrying unit? We do not know, 
but the trend will be forward, not back- 
ward; dynamic, not static. 


Changes in methods and in organiza- 
tion will also play an important role. 
Methods and practices determine the ex- 
tent to which mass transportation can 
be more extensively adopted and unit 
costs reduced. Organization technique 
embraces the whole complex field of con- 
solidation of railway companies, of motor 
carriers, and of other carriers, or con- 
solidation of different types of carriers 
into transportation systems, or greater 
development of coordinated service as 
among railways, or between railways and 
other carriers. 


Finally, changes in national policy will 
have their undoubted effect. What will 
develop in the broad fields of regulation, 
of taxation, of government assistance to 
transport, of government ownership or 
control? These changes will depend 
largely on the direction of political and 
economic movements in the future, and 
on the turn of events in the sphere of 
international relations. 


Much of the future remains obscure. 
One thing only is certain. The United 
States needs and must have adequate 
transportation facilities and service. Not 
otherwise can it retain its position as 
an economic and social force in the world. 
Wisdom dictates that our national policy 
shall formulate and apply sound econ- 
omic principles to the problem of trans- 
portation, in order that transportation 
as a whole may develop along the sound- 
est lines, avoid duplications and wastes, 
and assure the people of the most effi- 
cient and economic service at all times. 
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Economic Aspects of the Gas Industry 


PAUL RYAN 
Chief Statistician, American Gas Association 


In an analysis of the public utility situation presented in our February 
issue (see p. 168) it was suggested that the outlook for manufactured gas 


companies was not so very favorable. 
A primary favorable factor according to Mr. Ryan is the 


optimistic. 


The accompanying survey is more 


adaptation of the industry to changing conditions as evidenced by its past 


record.—Investment Editor’s Note. 


HE gas industry is one of the oldest 

of that group of economic enter- 
prises which have come to be known as 
public utilities. The year 1816 witness- 
ed the construction and operation of the 
first manufactured gas plant in this 
country in Baltimore, at that time a city 
of only 56,000 people. The year 1824 
saw the beginning of another phase of 
the industry with the discovery of nat- 
ural gas at Fredonia, N. Y. 


When it is recalled that the first steam 
railroad was not established until 1827, 
and that Edison’s Pearl Street Station 
did not start operations in New York 
City until 1882, it will be seen that the 
gas industry not only antedates steam 
railroads in this country, but is more 
than twice as old as the electric business. 


Today, towns and cities with a popula- 
tion of more than 81,000,000 people have 
available the innumerable conveniences 
afforded by this modern fuel gas. 


An important factor in the mainten- 
ance of the high standard of service to 
which gas customers have become ac- 
customed is the tremendous amount of 
capital that stands back of each worker 
in the gas industry. For example, in the 
automobile industry, approximately 
$3,000 has been invested in plant and 
machinery for each worker employed. In 
the case of steel, this figure is about 
$7,000, while the railroads have an in- 
vestment of approximately $24,000 for 
each employee. Yet the average worker 
in the gas industry has behind him the 
tremendous investment of $37,000. 


_From address before Spring Meeting of Finan- 
cial Section of the American Life Convention. 


Competitive Status 


T this point the question may well 

be asked, “Yes, the gas industry has 
behind it a long record of service and 
achievement, but what of the future? 
Has it not been more than outstripped 
by other branches of the public utility 
industry, more particularly by the Elec- © 
tric Power Utilities?” It is true that in 
1938 revenues of the Electric Utilities 
aggregated $2,172,750,000, while reve- 
nues of manufactured and natural gas 
utilities were only $786,576,000. Such 
a superficial comparison, however, over- 
looks and ignores some of the basic dif- 
ferences inherent in those two branches 
of the utility industry, and has been 
responsible for many of the erroneous 
conclusions arrived at concerning the rel- 
ative status and functions involved in the 
supply of gas and electric energy. 

For example in 1938 the electric com- 
panies sold to consumers some 93,400,- 
000,000 kilowatt hours. Reduced to a 
common denominator, or thermal basis, 
this amounted to 319 trillion British 
Thermal Units. During that same year 
the gas utilities sold 359,245,000,000 
cu. ft. of manufactured gas and 1,203, 
553,000,000 cu. ft. of natural gas, which 
reduced to the same common denominator 
or thermal basis, amounted to 1398 
trillion British Thermal Units, or more 
than four times the quantity of energy 
distributed in the form of electricity. If 
a buyer were in the market last year for 
a million British Thermal Units of en- 
ergy, he could have purchased them in 
the form of natural gas for $0.35, in the 
form of manufactured gas for $1.90, and 
in the form of electric energy for $6.82. 
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Factors Underlying This Diversity 


PEAKING broadly, it has been con- 

ceded that the economic field for the 
development of the gas industry lies in 
supplying a heat service to the public, 
while that of the electric industry lies in 
supplying a power and light service. 
While there is some overlapping in the 
service fields of these products, in the 
majority of cases little conflict has exist- 
ed between gas and electricity in their 
fields of major service. 

The basic method of producing gas is 
one of manufacture from coal, and that 
for generating electricity is the steam- 
electric plant. Much gas is made by car- 
buretted water gas and other processes 
including natural gas, and a great deal 
of electricity is produced from water 
power and other fuels. 


But the decision in each industry as to 
what process shall be used ordinarily in- 
cludes a consideration of the total net 
costs of producing an equivalent amount 
of available energy from coal—the fuel 
usually most available. In _ general, 
therefore, the costs of producing heat in 
the form of electricity and gas from 
coal are satisfactory indices for compar- 
ing these industries in their ability. to 
supply a heating service to the public. 

In typical cases the investment cost 
of plant and distribution equipment ne- 
cessary for producing an equivalent 
amount of heat in the form of electricity 
is from three to four times that in the 
manufactured gas industry. Consider- 
ing the higher thermal efficiencies of elec- 
tric appliances when compared with gas, 
the final result is usually such as to 
make the ratio of capital charges from 
one and a half to two in favor of gas. 


Gas Costs Less Than Electricity 


N the matter of operating expenses, 

examination of manufactured gas 
companies and electric companies oper- 
ating in representative localities shows 
that the operating expenses incurred in 
supplying an equivalent amount of heat 
energy to the customer’s appliance by 
electricity are approximately four times 
that which prevail in the gas industry. 
This ratio in favor of gas is due to the 
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superiority of its production efficiencies, 
the opportunity for utilizing holders for 
gas storage (at a cost of about one quar- 
ter that of an equivalent generating 
plant), and the lower losses in the gas 
distribution systems. 

This ratio of operating expenses also 
prevails in a comparison of typical nat- 
ural gas companies with hydro-electric 
companies operating in the same general 
territory, indicating that there is a close 
analogy between the economics of hydro- 
electric and natural gas developments. 
When comparing natural gas systems 
with those using steam-generated elec- 
tricity, the ratio becomes ten or more in 
favor of gas. 

While a good deal of the economic ad- 
vantage of the gas industry is counter- 
acted by the lower thermal efficiencies of 
gas appliances, the final result in typical 
manufactured gas territories is such as 
to provide the heat useful to the custo- 
mer in the form of gas at a total cost 
approximating one half that supplied by 
electricity. 

A comparison of probable develop- 
ments in improved efficiencies in the gas 
and electric fields indicates that the pre- 
sent economic advantages of the gas in- 
dustry in supplying a heat service are 
not likely to be reduced in the future. 


Adaptability to Dynamic Factors 


T may well be asked, why, if the gas 
I industry is in such an impregnable 
economic position as the foregoing con- 
siderations would seem to indicate, is 
it that the base load of the industry, 
the sale of gas for residential purposes 
which accounts for nearly 70 percent of 
its revenues, has been declining steadily 
from 1929 until the past year. 

The answer to that involves a slight 
digression. Once upon a time there was 
a gaudy chariot, gleaming and bedecked 
with brass, known as the old Model T. 
There was no other chariot to be purch- 
ased in all the land that would take you 
there and get you back again as depend- 
ably and above all, as economically. From 
a purely economic standpoint it was in 
an impregnable position. 

Yet one of the greatest industrial en- 
terprises in the country came perilously 





TRUSTS and ESTATES 


close to shipwreck because of a momen- 
tary hesitancy in adapting itself to the 
changing habits and desires of the Amer- 
ican public. Failure to realize that the 
public was buying, not a particular make 
or model of a particular car, but a trans- 
portation service that must be kept im- 
mediately responsive to its changing 
habits and desires, would have meant 
quick and complete shipwreck. The 
plains of corporate history are strewn 
with such wrecks. 

After an almost unchallenged growth 
of seventy years in the field of illumina- 
tion, the gas business in the early eigh- 
ties was suddenly confronted with the 
development of the electric light by Edi- 
son. Here was something much more 
serious than the previous competition 
which had been limited to two or more 
gas companies struggling for the light- 
ing business in the same territory. Al- 
though gas lighting was then consider- 
ably cheaper than electricity the indus- 
try adopted an aggressive program of 
improving its lighting equipment and 
service. At the same time however, it 
began to do something radically new. 
It began to develop an entirely new and 
hitherto untapped market, the use of gas 
for domestic cooking. Forty years later, 
by the time the gas lighting load had 
become negligible, the sale of gas for 
domestic cooking, water heating and 
other purposes had increased eleven-fold 
over the 1880 figure, with hardly a dent 
in the steadily rising curve of gas sales 
to mark the onset of electric lighting. 


The amount of coal necessary to pro- 
duce one K. W. H. of electric energy has 
decreased from 1.69 lbs. in 1929 to 1.42 
Ibs. in 1938. 


It may well be doubted whether any 
other major American industry ever 
made such a complete adjustment so 
smoothly, and effectively. But the gas 
industry does not wait to merely recog- 
nize the necessity of change before act- 
ing, it anticipates and prepares for 
changes long before they have become 
manifest and obvious. From the very 
nature of its business it must do so, for 
adjusting a five billion dollar industry 
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to the changing habits and desires of the 
81,000,000 people it serves is something 
that cannot be done overnight. 


Outlook For Sales Has Improved 


HETHER because of the continued 

and aggressive merchandising and 
sales promotional campaign, or the in- 
dustry’s national advertising program, 
or, partly in response to these, some 
changes in living habits of its customers, 
or a combination of any or all of these 
factors, the year 1938 witnessed a defi- 
nite reversal in the downward trend 
which had characterized the industry’s 
base load, residential sales. 

For the first time since 1930 sales of 
manufactured gas for domestic pur- 
poses, where competition is usually the 
keenest, showed an upturn amounting to 
1% percent, and this upturn has con- 
tinued with increasing momentum dur- 
ing the current year. (It should be noted 
in passing, that these figures do not in- 
clude sales of manufactured gas for resi- 
dential house heating, which have shown 
an increase during every year through- 
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out the depression, and in 1936 were 
nearly four times the 1929 figure.) 


That this upturn is not a mere tempo- 
rary phenomenon is indicated by the re- 
sults of a survey we have recently com- 
pleted. Reports were received covering 
the utility characteristics of more than 
104,000 one and two family homes con- 
structed in 1938, this group accounting 
for nearly 70 percent of the entire num- 
ber of one and two family homes erected 
in the United States during that year. 


For this group of more than 104,000 
new and modern dwellings, 88 percent 
reported the use of gas for cooking. 174 
percent reported gas for water heating, 
57 percent used gas for house heating 
while 12 percent reported the installa- 
tion of new gas refrigerators. 

When it is considered that these dwell- 
ings represent the most modern concep- 
tion of design and serviceability, it is 
evident that gas service has not only 
maintained but even enhanced it’s ac- 
ceptance as an integral and most essen- 
tial part of the “home of tomorrow.” 


Granting a continuance of this up- 
turned sales trend, which seems assured, 
and assuming no disproportionate in- 
crease in operating expenses, (some of 
which, like taxes, have had a particularly 
crushing effect on the net income of the 
gas industry,) there is every reason to 
look forward with confidence that the 
gas industry will resume its century and 
a quarter record of orderly progress, 
prosperity and stability. 


Fluorescent Tube Brings Greater 
Lighting Efficiency 


Hailed as the greatest single develop- 
ment in light production since the 
Thomas A. Edison invention in 1879, 
fluorescent mazda lamps have recently 
been placed on a quantity manufactur- 
ing basis and are slowly moving into 
general use. 

This lamp—the result of five or six 
years of research in laboratories of sev- 
eral companies—outstrips in efficiency 
the gas-filled incandescent lamps almost 
as much, it is claimed, as the Edison 
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light beat the kerosene wick-and-chim- 
ney lamp. 

Thus far the new lamps are avail- 
able on the market only in straight tub- 
ular forms. The tubes are of two dia- 
meters—one-inch and _ one-and-a-half 
inches—and in three lengths—18 inch- 
es, 24 inches and 36 inches. Wattage of 
the lamps are 15, 20 and 30. Tubes of 
seven different colors are available, in- 
cluding one called “daylight,” which 
gives the nearest artificial substitute of 
the light of day yet achieved. 


Illuminating Principle 


The fluorescent lamp does not con- 
tain any metal filament. Its light is 
produced by the play of an ultra-violet 
ray upon a chemical composition. The 
chemicals are painted on the inside of 
the long glass tubes. 

Because the light generating force is 
an ultra-violet ray, only low wattage is 
required and the tubes are “cold” while 
burning. 

Efficiency of the new lamps of the 
“white” or “daylight” variety is said 
to run 50 to 100 per cent greater than 
that of bulb lamps, and efficiency of the 
colored tubes runs as high as 300 per 
cent greater than production of colored 
light by any other means. 

First installations of the new-type 
lamps have been mostly in commerce 
and industry, according to officials of 
Westinghouse Electric and Manufactur- 
ing Co., whose Bloomfield (N. J.) fac- 
tory is in production on the item. Use 
of the lamps in new residential construc- 
tion is scheduled for demonstration at 
several home building shows in the com- 
ing spring, and much use of the lamps 
will be seen at the New York World’s 
Fair. 


Staff article appearing in the February 11, 
1939 issue of The New York World-Telegram. 


ee 


R. B. West has been appointed vice presi- 
dent of the Federal Reserve Bank of San 
Francisco. He was for the past 13 years 
manager of the bank’s Portland branch and 
will be succeeded in that position by D. L. 
Davis, previously manager of the Spokane 
Branch which was discontinued last October. 
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40th Street & Madison Avenue « Fifth Avenue & 57th Street 
European Representative’s Office: 8 King William St., London, E. C. 4 


CONDENSED STATEMENT OF CONDITION 
At the close of business, March 31, 1939 


ASSETS LIABILITIES 


Cash on Hand, and in Federal Deposits . $372,537,991.16 
Reserve and Other Banks $129,941,108.33 


Exchanges, Collections and Outstanding 


Other Cash I - « B27702528 and Certitied 
ak ca aie naned Checks . . __13,236,768.90 385,774,760.06 
United States Government 


Obligations—Direct and Divid — 
Guaranteed . . . . 156,230,880.98 — ; — — fh 
Other Bonds and Securities. 17,287,910.35 


Loans, Discounts and Bank- 
ers’ Acceptances . . . 87,762,680.06 

Interest Receivable, Accounts Acceptances . . .. . 3,935,188.88 
ReceivableandOtherAssets 3,294,271.16 

Real Estate Bonds and Mort- Reserve for Contingencies . 1,000,000.00 
gages oe. ee oe 4,940,980.42 

Customers’ Liability for Ac- 
cepmamees 2. wt lw le 3,862,456.28 

Equities in Real Estate . . 1,083,453.20 


Banking Premises—Equity Undivided 
and Leasehold  e 2,789,412.20 Profits . 2,900,461.94 40,400,461.94 


625,000.00 


Accounts Payable and Other 
Liabilities Sc eee ok 2,227,994.99 


Capital. . 12,500,000.00 
Surplus . 25,000,000.00 


$433,963,.405.87 $433,963,405.87 


United States Government obligations are carried at amortized cost. Government obligations and other 
securities amounting to $26,826,891.00 in the above statement are deposited to secure public and trust 
deposits and for other purposes required by law. 
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Trust Aid for Small Business 


Extending Financial Planning Service To The 
Private Business Enterprise 


HENRY S. KOSTER 


Trust Officer, Franklin Washington Trust Company, Newark, N. J. 


In the preceding issue of Trusts and Estates, the author discussed 
trust department assistance to the individual owner of capital through the 


use of a newly designed Financial Planning Service. 


We are here con- 


cerned with the extension of Financial Planning to the Smaller Business 
Enterprise, and the sale of such a service on an annual or special fee 


basis.—Editor’s Note 


O attain greater usefulness and 

profit for Trust Departments, en- 
deavor must be made to uncover and de- 
velop new fields of consumers, and to 
create new services that will prove at- 
tractive and valuable. The privately 
owned business enterprise, whether it be 
in proprietorship, partnership or corpo- 
ration form, represents a prospective 
field of new consumers for Trust Depart- 
ment services that is possessed of un- 
limited possibilities. 

Because of their legal form of organ- 
ization, or the fact that ownership is 
held by only one or a few individuals, 
such enterprises have no occasion to use 
the limited trust department services 
heretofore available. Trust companies 
acting as Transfer Agents, Registrars, 
Trustees of Bond issues, Dividend Dis- 
bursing Agents, and the like, play no im- 
portant role in the affairs of the Smaller 
Business Enterprise. As a result, we 
seem to have lost sight of these business 
firms as prospective users of services that 
we could render if we applied ourselves 
to creation of the proper vehicles. 

It is necessary that we base our con- 
siderations on the major premise that 
the business of a trust department is 
“Financial” by nature and not solely 
limited to acting in technical fiduciary 
capacities. There is no reason why such 
assistance on financial problems should 
be limited to individual owners of cap- 
ital. 

The typical smaller business enter- 
prise finds itself confronted by financial 


problems that do not ordinarily concern 
the jarger, publicly-owned corporation. 
Some, of course, are common to both, 
but in the solution of such problems, the 
smaller organization does not enjoy the 
benefits afforded by the extensive con- 
nections or internal staff of the large 
corporation. 


A Typical Company 


ERE is a hypothetical manufactur- 

ing corporation with an invested 
capital of $1,000,000., represented by a 
$250,000. bond issue, and common stock 
with a book value of $750,000. All the 
common stock is owned by three indi- 
viduals, in the families of whom the bus- 
iness has been for many years. The out- 
standing bonds are owned by the former 
officials of a company with which a mer- 
ger was previously effected. Annual pay- 
ment of dividends and interest requires 
only the issuance of a small number of 
checks each year. 

Its management is capable and anti- 
cipates no production problems unless de- 
mand for its product should over-tax cur- 
rent plant capacities. As is the case 
with any company selling products or 
services, it is primarily governed by the 
demand of its consumer markets. Be- 
cause of slackening business conditions, 
this company holds in cash a sizable 
amount of surplus idle funds. However, 
most of its capital is represented by in- 
vestment in land, buildings and machin- 
ery. Its labor force is made up of ap- 
proximately 500 employees who have not 
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as yet been benefitted by any private 
plan of suitable pension and retirement. 


Types of Financial Problems 


N dissecting the above picture, it 
must be acknowledged that this com- 
pany may be confronted, periodically or 
at infrequent intervals, with the neces- 
sity of making proper decision regarding 
financial problems of the following na- 
ture: 


(a) Employment of surplus idle funds. 

(b) Expansion or retraction of pro- 
duction facilities. 

(c) Refunding or refinancing opera- 
tions. 

(d) Merging with or purchasing as- 
sets of a competing company or one in 
a complementary line. 

(e) Adjusting company position be- 
cause of taxation. 

(f) Adjusting company position be- 
cause of radical monetary or credit in- 
flation or deflation. 

(g) Securing new additional capital 
funds from the general public or from 
private sources. 

(h) Substituting public for private 
subscription of capital funds. 

(i) Retirement of ownership interests 
held by key executives, either while they 
are living or at the time of their de- 
cease. 

(j) Retirement of fixed debt. 

(k) Attaining continuity of competent 
management direction. 

(1) Providing employee participation 
in ownership. 

(m) Adopting property system of 
employee pensions and retirements. 

(n) Securing special information re- 
garding current condition and probable 
future trends of consumer markets. 

(o) Securing special information re- 
garding current condition and probable 
future trends of prices of raw materials 
used. 

(p) Securing special information re- 
garding labor relations trends in the in- 
dustry and locality. 

Problems of this type, when, as and 
if they arise, require special analysis and 
study in order that the directing man- 
agers of the business may be provided 
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with adequate information whereon 
their decision may be based. It is often 
the case, however, that a business execu- 
tive, because he is too close to the pic- 
ture, cannot clearly see the necessity or 
advisability of securing information and 
interpretations from a source that is not 
“hemmed in by the trees.” 


And in other instances, he will not 
know where to go for such needed assist- 
ance. Therefore, in designing Financial 
Planning Service for the business firm, 
first consideration was given to the crea- 
tion of a mechanism that would uncover, 
and bring to light, those specific financial 
problems requiring special attention and 
study. This is accomplished by means of 
definite periodic preliminary reviews or 
check-ups of the financial affairs of such 
a company. 


Periodic Preliminary Reviews 


HE frequency with which periodic 

preliminary reviews (check-ups) 
should be made is dependent upon the 
character and requirements of each bus- 
iness firm using the service (hereafter 
referred to as the Client Company). It 
is suggested, however, that these reviews 
be conducted at least semi-annually. 


Preliminary reviews should be carried 
on by means of personal discussions with 
the executive head or officials of the 
Client Company, based on proper inquiry 
regarding matters pertaining to each of 
its major divisions such as production, 
sales, inventory, treasury, executive, 
labor relations, and ownership. 

Such preliminary investigation, under 
the direction of the Financial Planning 
Division of the Trust Department, will 
locate existing vulnerable situations that 
should be placed under special scientific 
study and planning. Upon the comple- 
tion of each preliminary review, a writ- 
ten report is submitted to the Client 
Company pointing out the problems that 
require further attention and providing 
suggestions regarding the manner in 
which such special attention should be 
supplied. 

It is within the province of the Trust 
Department to conduct special studies 
for its Client Companies regarding most 
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financial problems of the nature hereto- 
fore specified. Some problems, however, 
require other expert attention, and as to 
these, the Trust Department will make 
suggestions in its preliminary review re- 
port regarding the sources and agencies 
that should be used. 


Special Studies Illustrated 


N conducting ariy special study in be- 

half of a Client Company, it should 
be the function of the Trust Department 
to secure and compile, from available 
sources, pertinent information and inter- 
pretive opinions, and to design proper 
plans of procedure whereby its objec- 
tives may be attained. 

As an illustration of the manner in 
which a special study is conducted, and 
how the results of such a study may 
prove of practical value to a business 
enterprise the following example is cited: 


An actual study of this particular 
problem was made under the personal 
direction of the author at a time 
when the question of inflation was very 
much to the fore. The problem con- 
fronted a certain manufacturing corpora- 
tion which held by investment in long- 
term U. S. Government bonds a rather 
large surplus fund not required in the 
ordinary operations of the business. The 
executives of this company were con- 
cerned over the advisability of contin- 
uing such investment because of the pos- 
sibilities of encountering radical infla- 
tion in prices. The study was requested 
in order that the directors of the com- 
pany might consider pertinent informa- 
tion secured through an outside disin- 
terested source. 

In conducting a thorough study and 
investigation for the company, the fol- 
lowing alternative courses of action were 
formulated and carefully considered. 

1. Continuing present investment in 

long-term U. S. Government bonds. 


. Liquidating bonds and retaining 
proceeds in cash. 

. Reinvestment in 
equities. 

. Purchasing contracts for raw ma- 
terials used by company, for future 
delivery. 

. Purchasing gold to be held in Lon- 
don or some other foreign center. 

. Purchasing the assets and name of 
a company operating in a line of 
business complementary to the bus- 
iness of the Client Company. 


common __ stock 


The principal determining factor un- 
derlying this problem was the likelihood 
of monetary or credit inflation. As the 
primary step in conducting this study, 
opinions were secured from several qual- 
ified experts who were selected for this 
purpose because of their qualifying abil- 
ities. A preliminary decision was then 
arrived at regarding the factor of in- 
flation and its probabilities for the im- 
mediate future. 

Information was also compiled with 
respect to conditions and trends of the 
various factors involved in each of the 
above mentioned alternative courses of 
action. Such information was secured 
from the most competent sources, a por- 
tion of which information was already 
on file or could be secured from the 
principals. 

A special written report was then pre- 
pared for conveyance to the Client Com- 
pany which included summarized state- 
ments of all pertinent information and 
opinions secured by means of the investi- 
gation, together with a statement of the 
possible advantages and disadvantages 
involved in each of the alternative 
courses of action that could be taken. 
Attached to this report were schedules 
properly correlated, containing all of the 
detailed information that had been com- 
piled. 
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Separate copies of this report were 
supplied to each director of the Client 
Company for detailed consideration. A 
meeting of the Board of Directors of 
such company was attended by the per- 
son under whose auspices the study had 
been carried on, for purposes of further 
elaboration and explanation. At the 
time this case was finally completed, the 
executive head of the Client Company 
took occasion to express his appreciation 
for the helpfulness of the study. 

To further illustrate how this service 
works in actual practice, take for exam- 
ple the problem involving “retirement of 
ownership interests held by key execu- 
tives.” Here is a problem that confronts 
many business enterprises and is one that 
is already touched on by Trust Depart- 
ments in the planning or selling of busi- 
ness (stock purchase) life insurance 
trusts. But if there is no Trust or Es- 
crow involved, the Trust Department 
usually loses interest and does not re- 
main in the picture. 

Then again, the business insurance 
plan only deals with the situation at the 
death of a key executive or stockholder, 
whereas there are other important prob- 
lems to be decided if liquidation of such 
an ownership interest is desired during 
the life of such executive. Furthermore, 
it will probably be acknowledged by most 
trust officials that the time, effort and 
labor expended by them in planning a 
business life insurance trust is of great- 
er strain than the rather simple duties 
involved in acting as Trustee or Escrow 
Agent under the plan as finally adopted. 
However, Trust Departments receive no 
compensation for their services in plan- 
ning the situation. 

As a first step, the Client Company 
should supply the Trust Department with 
complete information regarding the mat- 
ters to be studied. Based on such in- 
formation, the Trust Department then 
designs a definite plan which will ac- 
complish for the Client Company the ob- 
jectives it is seeking. 

All of this analysis and planning work 
should be conducted by the trust depart- 
ment whether or not it may receive an 
appointment as Trustee or Escrow Agent 
under the plan as finally devised. There 
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are many cases where such appointments 
are unnecessary but this is by no means 
sufficient reason for a trust department 
to neglect to make available proper as- 
sistance in such matters. Of course, one 
reason for non-performance on the part 
of trust departments in this respect is 
their natural disinclination to perform a 
valuable service if it sees no opportunity 
of being properly compensated. Under 
our Financial Planning Service, this ob- 
jection is eliminated, as definite fees will 
be received for its analytical and plan- 
ning work. 


Special Information Surveys 


O implication is intended that Fin- 

ancial Planning Service can or 
should supply answers to problems re- 
garding current conditions and probable 
future trends in such economic fields as 
consumer markets, commodity prices and 
labor relations. But it is submitted that 
the Financial Planning Division of a 
Trust Department is in an excellent posi- 
tion to supply some real assistance on 
such matters. 


Special information, not ordinarily 
available to the smaller business enter- 
prise, may be secured for the Client Com- 
pany by means of confidential surveys, 
conducted by the Financial Planning De- 
partment. The opinions and interpreta- 
tions of leading business and industrial 
executives, best qualified to render judg- 
ment on some particular question at is- 
sue, are usually available to banking in- 
stitutions. The general consensus of opin- 
ion of a group of qualified experts, with- 
out disclosure of individual names, may 
be of real and direct help to the Client 
Company in the shaping of basic policies. 


Eliminating Gratuitous Service 


NE of the objectives of selling Fin- 

ancial Planning Service to business 
enterprise is to eliminate a considerable 
amount of free services now rendered not 
only by the Trust department of a bank, 
but more especially by iits Commercial 
department. Information and advice with 
respect to problems of the nature out- 
lined are now gratuitously supplied by 
Trust or Banking Department officials. 
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Because no charge is made for this in- 
formation, the natural disadvantages in- 
herent in such situations are again en- 
countered. 

The information is usually provided 
rather haphazardly without complete 
knowledge and consideration of all per- 
tinent factors, and knowing or suspect- 
ing this, the recipient of such informa- 
tion and advice seldom takes it seriously, 
thereby wasting whatever time and effort 
have been expended. If he should take 
it seriously and solely relies on such data, 
he runs the risk of arriving at an im- 
proper decision. 

For all services supplied by means of 
the periodic preliminary reviews, the 
Client Company should pay an annual 
fee of moderate size to the Trust De- 
partment as a sustaining retainer, for 
which it would also have the benefit of 
preliminary consultation, at any time, re- 
garding financial problems that may re- 
quire special study. In cases where the 
Client Company calls on the Trust De- 
partment to conduct special studies, sep- 
arate fees would be quoted and payable 
for each. Under this arrangement, the 
Client Company would in fact designate 
the Trust Department as its official Fin- 
ancial Analyst and Consultant. 


A Financial Laboratory 


S is the case with Financial Plan- 

ning for the individual, the appli- 
cation of this service to the affairs of 
business firms presents to the trust de- 
partment effective opportunity to secure 
from such firms new accounts for both 
Trust and Banking departments. Finan- 
cial Planning may be likened to a finan- 
cial laboratory wherein the needs of the 
Client are ascertained, and the proper 
type of supplementary service is applied 
to remedy the existing weakness. 


There are, of course, some types of fin- 
ancial problems that a Trust Department 
should not undertake to consider and 
study for Client Companies. All those 
problems involving pure speculative acti- 
vities should be ruled out. The main aim 
and purpose should be to provide assist- 
ance to those endeavoring to conserve 
and protect property. 


California’s Largest 


Trust Company 


Court trust assets of 


$129,864,471 


make this the largest 
trust company in 
the Golden State 
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ECURITY-FIRST NATIONAL 
BANK OF LOS ANGELES 


MEMBER FEDERAL DEPOSIT INSURANCE CORPO- 
RATION * MEMBER FEDERAL RESERVE SYSTEM 


Benefits To All Concerned 


TRUST Company, by properly oper- 

ating a Financial Planning Service, 
makes important contributions to entre- 
preneurial business enterprises by fash- 
ioning its basic financial policies so that 
it may maintain a sound economic posi- 
tion and take advantage of changed con- 
ditions. It also strengthens the credit 
position of the Client Company using 
loaning facilities of the bank, with re- 
sultant benefits to both borrower and 
lender; such service provides a Trust de- 
partment with the benefits of new use- 
fulness and profit in a field heretofore 
neglected, and relieves the Commercial 
Banking department of much of the 
burden involved in supplying gratuitous 
information to business executives. 


Chicago, Il].—M. A. Graettinger has re- 
signed his position of executive vice presi- 
dent of the Illinois Bankers Association, but 
will continue in an advisory capacity for the 
next two years. He has been connected with 
the Association for 22 years. 
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CHARACTER of the COMPLETE TRUST OFFICER 


(Adapted from “Character of the Happy Warrior,” 
by William Wordsworth) 


ehOWO)2 


WHO is the happy Warrior? Who is he 
That every man in arms should wish 
to be? 


It is the generous Spirit, who, when 
brought 

Among the tasks of real life, 
wrought 

Upon the plan that pleased his boyish 
thought; 


hath 


Who, with a natural instinct to discern 
What knowledge can perform, is diligent 
to learn; 


AS more exposed to suffering and dis- 
tress; 

Thence, also, more alive to tenderness 

—’Tis he whose law is reason; who de- 
pends 

Upon that law as on the best of friends; 


—Who, if he rise to station of command 

Rises by open means; and there will 
stand 

On honourable terms, or else retire, 

And in himself possess his own desire; 


WHO comprehends his trust, and to the 
same 

Keeps faithful with a singleness of aim; 

And therefore does not stoop, nor lie in 
wait 

For wealth, or honours, or for wordly 
state; 

Whom they must follow; on whose head 
must fall, 

Like showers of manna, if they come at 
all: 


WHOSE powers shed round him in the 
common strife, 

Or mild concerns of ordinary life, 

A constant influence, a peculiar grace; 


And, through the heat of conflict, keeps 
the law 

In calmness made, and sees what he fore- 
saw; 

Or if an unexpected call succeed 

Come when it will, is equal to the need; 


°TIS, finally, the Man, who lifted high, 

Conspicuous object in a Nation’s eye, 

Or left unthought of in obscurity,— 

Who, with a toward or untoward lot, 

Prosperous or adverse, to his wish or 
not— 

Plays, in the many games of life, that 
one 

Where what he most doth value must be 
won: 

Whom neither shape of danger 
dismay, 

Nor thought of tender happiness betray: 


can 


WHO, not content that former worth 
stand fast, 

Looks forward, persevering to the last, 

From well to better, daily self-surpast: 

Who, whether praise of him must walk 
the earth 

For ever, and to noble deeds give birth, 

Or he must fall, to sleep without his 
fame, 

And leave a dead unprofitable name— 

Finds comfort in himself and in his 
cause. 
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The Corporate Fiduciaries Association of 
Philadelphia at a recent meeting adopted a 
resolution offering annually a prize of 
$25.00 to the student of Philadelphia Chap- 
ter, American Institute of Banking, receiv- 
ing the Trust Certificate with the highest 
average. 


Jonathan M. Steere, Vice President of 
the Girard Trust Company is President of 
the Fiduciary Association, Frank W. Free- 
man, Vice President of the Corn Exchange 
National Bank and Trust Company is Vice 
President, and Robert U. Frey, of the Penn- 
sylvania Co. is Secretary-Treasurer. 





The Story of a Trust Man 


Thomas Carey Hennings 


GILBERT T. STEPHENSON 
Wilmington, Delaware 


N January 1, 1939 Thomas Carey 
Hennings resigned as vice presi- 
dent in charge of the trust department 
of Mercantile-Commerce Bank and Trust 
Company, St. Louis, Missouri, after a 
20-years’ term of service, to resume the 
practice of the law in the firm, Hennings, 
Green, Henry & Hennings of that city. 
He was called into the trust field in 
1918 by the late Festus J. Wade, then 
President of the Mercantile Trust Com- 
pany, St. Louis, to become head of the 
trust department of that company which 
later through merger became the Mer- 
cantile-Commerce Bank and Trust Com- 
pany. At that time he already had had 
nearly 20 years at the bar and on the 
bench—1899-1913 in the general prac- 
tice and 1913-1918 as circuit judge of 
the Eighth Judicial Circuit of Missouri. 
During the next 20 years, he was to 
make a distinguished record as a trust 
man. 


President of Trust Division 


E also achieved national promin- 
ence in the trust field both by the 
positions he held and by the timely mes- 
sages he delivered from time to time on 
trust subjects. By successive steps he 
rose to the presidency of the Trust Div- 
ision of the American Bankers Associa- 
tion in 1931-32. His address, The Great- 
est Father in the World, delivered to 
the Trust Division in 1924, still ranks 
in the opinion of many trust men as one 
of the two classics of trust-company lit- 
erature, the other one being the address 
on Conservatism by the late Colonel 
Francis H. Fries, then president of the 
Wachovia Loan (now Bank) and Trust 
Company, Winston-Salem, North Caro- 
lina, in 1904 to the Trust Company Sec- 
tion. 
In this article, as the title indicates, 
we are interested in Judge Hennings, 


not as a lawyer or as a judge or as a 
citizen or in any other capacity (except 
as it throws light on him as a trust 
man) but only in him as a trust man— 
locally, as a highly successful trust exec- 
utive and, nationally, as a leader in the 
trust field. . 

If Emerson was right in saying, 
“There is properly no history, only bio- 
graphy,” then the history of trust busi- 
ness is now and ever will be the bio- 
graphies of its outstanding trust men. 
In that case, the career of Judge Hen- 
nings as a trust man must constitute 
one of the bright pages in the history 
of trust business in this country. In the 
second place, only by incarnating quali- 
ties of character does the trust man 
give them reality. 

This is not meant to be a tribute or 
eulogy to Judge Hennings, except in so 
far as a plain statement of facts is in 
itself both tribute and eulogy. 


Characteristics 


LLUSTRATIVE of some of the qual- 

ities of character, which have con- 
tributed most to his success locally and 
to his prominence nationally as a trust 
man, are the following facts and inci- 
dents of his career as a trust man. 

His tolerance of the opinion of others 
and yet independence of opinion and 
courage of his own convictions came out 
vividly during the Mid-Winter Trust 
Conference of February 1929. In tune 
with the spirit of the time, sentiment 
seemed to be veering toward increasing 
the proportion of investment of trust 
funds in common stocks. In the midst 
of the discussion Judge Hennings arose 
and said: 


Mr. says that the attitude of 
the trust companies toward investment 
in common stock is colorless. I wonder 
whether some things he has said may 
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not change this colorless attitude to a 
deep red. The country is prosperous. 
The country is going to become very 
much excited over appreciation in the 
value of common stocks and, even though 
the trust instrument permits you to in- 
vest in common stocks and also has a 
saving clause relieving you from liability 
in case of loss in investments in common 
stocks, and such investment, and such 
investment-policy is broadcast in the 
press throughout the country, there will 
be a question raised in the minds of a 
great many of our customers whether or 
not we have transferred the ticker from 
the Investment Division to the Trust De- 
partment.1 


The phrase, “transferred the ticker from 
the Investment Division to the Trust De- 
partment,” caught the imagination of 
the audience—a phrase that many trust 
men remembered a few months later. 
“This timely warning,” says one who 
heard Judge Hennings’ terse comment, 
“coming as it did shortly before the 
stock market debacle, probably saved a 
great many headaches on the part of 
trust officials who, already besieged by 


the importunities of beneficiaries dur- 
ing the boom market, would have been 
inclined to follow the advice of Mr. —.” 

As a trust man he had a great oppor- 
tunity on a large scale to serve his fel- 


lowmen. He was helpful to many people 
in working out charitable benefactions 
under wills. Many millions of dollars 
have been put to charitable uses in St. 
Louis because of his efforts along this 
line. 


A Trustee Responsibility 


T is Judge Hennings’ own career as 

a trust man that, above all else, gives 
point to what he had to say, including 
quotations from others, about the ideal 
trust executive and about the trust in- 
stitution as the greatest father in the 
world in the address I have referred to 
already as being one of the classics of 
trust-company literature. 


His (the trust executive’s) reputation 
in the community must be high for in- 
tegrity, honesty and good faith. His pol- 


1. Proceedings, 10th Mid-Winter Trust Confer- 
ence, February 13-15, 1929, p. 51. 
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icy, decisions and practice must be sound. 
As his advice must often supply the place 
of a husband or father, he must do no 
evil, but must avoid the appearance of 
evil. His relationship with his beneficia- 
ries is almost the relationship of a con- 
fessional, *** 

Upon the death of the father the trust 
company steps in as counsellor and friend 
of the widow and children. The trust ex- 
ecutive is conferred with in regard to the 
schooling of the children, the future busi- 
ness activities of the boys, the mother’s 
investments, the application of the in- 
come according to the changed condi- 
tions; in fact, almost every problem con- 
cerning the family’s welfare is submit- 
ted for decision to the organization to 
whose shoulders has been shifted the re- 
sponsibility of parent and provider. The 
trust company which realizes its duty to 
maintain the home as the foundation and 
mainstay of our civilization, which guides 
the inexperienced and impresses the sense 
of responsibility upon those who must 
bear it, which undertakes through co- 
operative effort to study community wel- 
fare and charitable needs, that has a 
broad conception of adapting trust funds 
to the possible needs of generations un- 
born and is the instrumentality which 
weaves all of these into a composite 
whole for the welfare of humanity—that 
trust company, which assumes to do these 
things has accepted a burden which is 
also a responsibility, second only to the 
church, may with propriety be called 
“The Greatest Father in the World.’ 


One of the qualifications of Judge Hen- 
nings singled out by one of his asso- 
ciates in the national trust field is “his 
unfailing desire to help the younger men 
in the trust profession and to give them 
his advice and counsel.” 


As a Lawyer 
HROUGHOUT his 20 years’ career 
as a trust man he has maintained his 

professional status as a lawyer, retain- 
ing his active membership in the St. 
Louis, the Missouri, and the American 
Bar Associations. In the adjustment of 
the relations between lawyers in the 
general practice and those in the employ- 
ment of trust institutions with respect 
to rendering legal services to trust cus- 
tomers, which adjustment went on all 


2. Trust Companies, October 1924, p. 449, 517. 
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the while he was a trust man, Judge Hen- 
nings felt keenly that some lawyers in 
general practice all too frequently, with- 
out warrant, impugned the motives of 
their fellow lawyers in the employment 
of trust institutions. At the Ninth Re- 
gional Trust Conference of the Pacific 
Coast and Rocky Mountain States in 
San Francisco in 1931, his deep feeling 
on this point found expression in these 
plain-spoken words: 


We resent the statement that lawyers 
connected with trust institutions have not 
a high regard for the ethics of their pro- 
fession, that the corporate staff lawyer 
has in mind the interest of the corporate 
fiduciary rather than the testator, by sug- 
gesting provisions in instruments to the 
disadvantage of the testator and his fam- 
ily. We say that lawyers representing 
trust institutions, many of whom have oc- 
cupied high places in the administration 
of justice, hold as high a position in the 
regard of the public for integrity, honor, 
fair dealing, and for the ethics of the 
profession as any member of the bar.? 


Again, as a lawyer, he felt that too 
frequently some members of his profes- 
sion had bent the trust to anti-social 
purposes—to dodging taxes, to defraud- 
ing creditors, to disinheriting women and 
children. 


A Tribute to the Trust 


UT of his high regard for the trust 

as a social force in our present-day 
economy and society, at the 1938 session 
of the American Bar Association in 
Cleveland, Ohio, he uttered this high 
tribute to the trust and this ringing 
challenge to his fellow members of the 
bar to preserve the trust in its full vigor 
and integrity as a social force. 


We have followed the stages of devel- 
opment of the trust along the Road to 
Destiny, with its crossroads and pitfalls, 
its use by those who work in the shadow 
to trap the unwary, and the need for the 
ethically minded lawyers to save the trust 
from being used to cloak fraud, injustice 
and anti-social purposes. We have shown 


3. From Watchman, What of the Night? Pro- 
ceedings, Ninth Regional Trust Conference, 
Pacific Coast and Rocky Mountain States, p. 2 
at p. 5; Trust Companies, October 1931, p. 421 
at p. 423. 
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further that the lawyers, legislators and 
the courts can translate ideas into law 
and that the infant, in turn, from a pre- 
sumably base origin, has assumed the at- 
tributes of parenthood and become an en- 
during force which is an addition to 
American Social progress. Furthermore, 
we know that it is not an accident that 
jurisprudence, ethics and politics grew 
up. Neither is the development of the 
common law of trusts an accident in the 
development of the psychology of social 
institutions in offering a useful platform 
to study social problems, community wel- 
fare and charitable needs, adapting trust 
funds to the possible needs of genera- 
tions unborn; that development is the 
goal we all seek for the betterment of 
mankind. 

Upon the shoulders of the bar rests the 
important decision whether the trust 
shall continue to be a social force or come 
to a dead end. When the trust is used 
to defraud and delay creditors or at- 
tempts to eliminate statutory or natural 
rights of spouses or children, or steps 
beyond that twilight zone between tax 
avoidance and tax evasion, then the ethi- 
cal lawyer will not hesitate in the selec- 
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tion of his course of conduct, and by that 
conduct will set the trust once more upon 
the highroad of destiny. 


Twenty years ago Judge Hennings 
entered the trust field, bringing with 
him the rich experience of 20 years at 
the bar and on the bench. Now, 20 
years later, Judge Hennings retires from 
the daily activities and exactions of the 
trust field (not from the trust field it- 
self, for he remains on the board and 


trust committee of the Mercantile-Com- 


merce Bank and Trust Company) tak- 
ing with him the equally rich experience 
of 20 years as a trust man. Ambassador 
of Good Will, we salute you. 


A Director Speaks to His Trust 
Department Head 


In his address before the Mid-Winter 
Trust Conference, Benjamin Ludlow, direc- 
tor, Land Title Bank and Trust Company, 
Philadelphia, Pa., said: 

“He (the trust officer) should make frank 
and constructive recommendations which 
will develop the trust department system, 
its profits, and its good will. 

“Specifically, a director expects the head 
of the trust department to be an executive 
and not to waste his time in petty detail 
which can be left to subordinates. 

“A director expects the head of the trust 
department to submit weekly or other pe- 
riodic reports of purchases and sales of se- 
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curities for trust accounts, of new trust 
business received, of comparisons with the 
corresponding periods of the previous year, 
and of gross receipts so apportioned as to 
show how much has been earned as trustee, 
how much as executor and administrator, 
how much as guardian, and how much as 
agent. 

“A director also expects the head of the 
trust department to call to the attention 
of the directors specific meetings where 
matters of interest to the directors will be 
discussed, and to arrange meetings to be 
addressed by the trust institution’s special 
advisor on matters affecting investment or 
other policies of the trust department. 

“He expects him to report to the directors 
any possible attempted surcharges together 
with detailed recommendations as to action 
thereon. 

“The trust officer should also present 
recommendations to the directors as to liq- 
uidations in matters affecting trust estates; 
and propose a compromise where a claim 
has been made against the company in the 
management of any estate and some settle- 
ment should be made.” 

——$ $$ —$ 


G. B. S. Graduates Hold Reunion 


The second annual reunion of the Grad- 
uate School of Banking was held at the 
Yale Club, New York City, on April 8. 

The reunion consisted of a conference on 
banking subjects in the afternoon and a 
dinner at night. Harold Fay of the Public 
National Bank & Trust Co., New York, led 
a symposium on trusts. 


(Harris & Ewing Photo) 


The Board of Governors of the Federal Reserve System 
Left to right, the group includes Ernest G. Draper, Chester C. Davis, M. S. Szymezak, 
Marriner S. Eccles, Ronald Ransom and John K. McKee. 





The High Cost of Confusion 
Trust Progress and Profit 


Legalistic Impediments to 


F the trust business is as complicated 

as we are led to believe by many of 
the men associated with it, is it not high 
time that we find out how it has come to 
be placed in that most awkward position ? 
Complications mean expense, waste ef- 
fort; they hinder concise and sound de- 
cisions of policy and efficient perform- 
ance in administration. And if the trust 
men themselves admit this complexity, 
and fall back on it as a justification for 
evading definite action on the problems 
which threaten strangulation, how can 
we expect prospects for this service to 
have the understanding and confidence 
which goes before new business, or hope 
to solve those problems of internal oper- 
ations? 

There is little point in asking who 
placed trusteeship in this predicament— 
the question is who is going to get it 
out of its legalistic and procedural 
straight-jackets; for so long as a great 
part of the trust officer’s time is being 
taken up by the red tape of conflicting 
ambiguities and diverse rules, he is be- 
ing diverted from the main job of pro- 
duction. The shrouds of the greatest 
heroes are cut from black cloth, but the 
shrouds of a business are cut from red 
tape. We now have an accumulation of 
150 years of laws, compounded, not an- 
nually—but daily, by decisions, rulings 
and customs, until we are in the position 
of spending more time and money to 
find out what we can do than in the 
doing of it. 

Try to get an answer to any trouble- 
some interstate question and you are re- 


minded of 48 state codes, as many fed- 
eral ones as there are ruling bodies, plus 
a pack of court enunciations. But what 
concerted and consistent efforts have 
been made by the trust fraternity to cut 
this Gordian knot of progress and pro- 
fits? Some notable but isolated attacks 
have been made, as, for example, in the 
case of trust and probate law codifica- 
tion and such uniform laws as those gov- 
erning the allocation of principal and in- 
come. We are starting to put our sys- 
tems and records on a “straight line 
production” method, but by and large 
the corporate fiduciaries are in the un- 
enviable position of attempting to pro- 
vide custom-built jobs at mass produc- 
tion prices—and the market for custom 
prices has become mighty thin. 


ROBABLY one of the most serious 

handicaps to business-like adminis- 
tration of estates and trusts lies in the 
defeatest attitude of those static-minded 
individuals whose answer to any propo- 
sal for improvement or simplication is 
“but the law doesn’t allow us to do that.” 
It is submitted that by the same token 
that these laws were man made, they 
may be man repealed or modified. Nor 
can inaction be excused on the grounds 
of having no time for constructive codi- 
fications, revisions or standardizations of 
laws and regulations governing fiducia- 
ries. The very reason that trust men are 
today so swamped with legalistic detail 
is due in great measure to the unwilling- 
ness to spend the necessary time once 
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and for all to clarify and simplify these 
conditions, which, because they are so 
constantly repetitive, constitute a tre- 
mendous drain of time and money. We 
are fast becoming too busy to work. 


OMMENDABLE steps have recent- 

ly been taken in the revision and 
codification of trust laws, particularly by 
Louisiana and now by Oklahoma. The 
Restatement of the Law of Trusts, as 
accomplished under the able auspices of 
the American Law Institute, marked a 
new epoch in fiduciary law and is rapidly 
being relied on by courts throughout the 
country, and has largely provided the 
basis for Louisiana’s new Trust Estates 
Act. 

Exemplary work has been done by 
trust and legal authorities in Kansas in 
the modernization of its probate code; 
Illinois has just introduced its probate 
code revision, and the matter is now 
under study in Arkansas. In the field of 
modernizing the laws of descent and dis- 
tribution, New York State set an ex- 
ample in 1929 and North Carolina in 
1936. 

Surrogate Court procedure, however, 
so replete with complicated and burden- 
some detail, is another field to which 
trust institutions can well afford to de- 
vote their attention. The mechanics of 
investment, certainly in the case of small- 
er trust funds, have also become so top- 
heavy as to threaten preclusion, either 
of corporate fiduciary service for these 
accounts or of adequate review and anal- 
ysis. While the corpus of most trust 
funds will continue to require individual 
and separate administration, there 
should be much room for facilitating the 
investment of the smaller accounts, 
which are now becoming more prepon- 
derant, through some such collective plan 


TRUSTS and ESTATES 


as the common trust fund, as made pos- 
sible by the Uniform Enabling Act adopt- 
ed this month by North Carolina. Some 
dozen other states have enacted a com- 
mon fund statute but this is the first one 
to use the simple enabling act sponsored 
by the National Conference of Commis- 
sioners on Uniform State Laws. 


THER fields that are prolific of com- 

plications and practically useless 
repetitive detail are to be found in the 
laws and regulations governing taxation, 
domicile, stock transfer, allocation be- 
tween principal and income, and so on to 
the end of the trust officer’s day. Unless 
these impediments are to be put under 
control, the trust business will continue 
to be faced with undeterminable liabili- 
ties, operating losses and wasteful dupli- 
cation of effort, all of which will lose its 
friends among the bank management and 
alienate prospects, besides confounding 
the true executive with clerical routine, 
in which case, of course, clerical salaries 
will also govern. 

Several avenues are open in which 
fiduciaries, individual and _ corporate 
alike, may find relief. The Section of 
Real Property, Probate and Trust Law 
of the American Bar Association, and 
the National Conference of Commission- 
ers on Uniform State Laws, have already 
made excellent contributions deserving of 
the support of the entire trust fraternity, 
and capable of worthwhile expansion into 
many of these fields. Closer affiliation 
with allied legal, business and political 
groups, either state-wide or national, 
should be heartily encouraged, not only 
to the end that many of these complica- 
tions of the fiduciary business itself be 
removed, wherever possible and for all 
time, but also that a sounder and more 
efficient basis be provided the public. 


TRUST LOSSES—AND RESERVES 


HE current tendency among bank 
management to look askance upon the 
trust department as a source of poten- 
tial or actual loss, so far as this is the 
result of surcharges or _ settlements, 


merits deeper consideration than it has 
apparently been given. The commercial 
departments have shown these losses, 
not spasmodically as have trust depart- 
ments, but with striking regularity. 
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The latest report of the Comptroller 
of the Currency shows an “item” of 
losses and depreciation on loans, invest- 
ments, property accounts and other, total- 
ling over $218,000,000. in the year ended 
June 30, 1938. This figure, incidentally, 
is practically 25% of the total gross earn- 
ings of all the national banks in that 
period. Over the past ten years, losses 
averaging 1.63% on investments and 
1.96% on loans and discounts have been 
charged off, to the total tune of $3,099,- 
569,000. This applies to an average 
volume of loans, discounts and invest- 
ments of $9,210,195,000, an amount even 
less than the reported total of personal 
trust department responsibilities of na- 
tional banks alone. 

These losses bankers have taken for 
granted as a natural consequence of their 
business. But the more recent occur- 
rence of trust losses they often regard 
with surprised horror, probably because 
they had been comparatively unknown 
until the depression, and frequently be- 
cause the trust department has, in many 
cases, been a rather recent innovation. 
It may be in point to consider whether 
these losses should be viewed, to some 
extent at least, as a normal concomitant 
of the expense of fiduciary administra- 
tion, in the same manner as losses and 
depreciations on commercial banking 
operations. 


HERE has-been a good deal of ques- 
tioning, particularly in the last two 
years, as to whether “reserve funds” 
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should be set up against trust depart- 
ment liabilities, as has been done in the 
past by at least two corporate fiduciaries. 
It has also been asked whether the main- 
tenance of such reserve funds should not 
be allowed for in fee schedules as an 
item of operating expense, considered 
somewhat in the nature of an insurance 
fund. 


The obvious difficulty has been in de- 
termining the amount, what proportion 
they should bear to total assets, or even 
whether any practical basis exists on 
which proper reserves can be determined. 
It is, of course, not at all clear that the 
idea of a reserve fund is even feasible 
or desirable, but the subject might prof- 
itably be studied more thoroughly, par- 
ticularly in relation to the other avail- 
able sources of protection, including gen- 
eral capital funds, ear-marked pledges or 
deposits of securities, laws giving pref- 
erence to trust cash deposits, etc. 


In any event, it would seem that actual 
data as to the extent and costs of trust 
department losses through surcharges 
and settlements, and their relationship to 
the various types of fiduciary accounts 
and assets, would be of considerable 
value. They would doubtless show up 
very favorably by comparison with bank- 
ing losses, in the vast majority of cases, 
and are certainly a factor which must be 
considered in their own light in any 
thorough-going analysis of the costs of 
rendering various types of fiduciary ser- 
vice. 


TRUST REPRESENTATION AT A. B. A. HELM 


LECTION of a 2nd Vice President 

of the American Bankers Associa- 
tion at the Seattle convention this fall 
promises to focus the attention of the 
banking fraternity on some geographic 
and divisional considerations. Not since 
1920 has the Pacific Coast been repre- 
sented in the presidency of the associa- 
tion, and only twice in the association’s 
history—since 1875—has this highly pro- 
gressive section of the country been so 
honored. Not that geography is the sine 


qua non of the executive and political 
capability, but the point is being men- 
tioned. 

From another angle, it may be noted 
that with slight exception, neither the 
trust fraternity nor the trust division 
has been represented in this capacity. 
Yet many a trust officer has had the 
double advantage of gaining the exper- 
ience and viewpoint of both commercial 
and fiduciary banking. Trust depart- 
ments, though properly restricted to a 
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small proportion of banks, have contrib- 
uted an increasing proportion of gross 
earnings, and have closely approached in 
volume of assets the totals of commer- 
cial banking institutions. 

Furthermore, they have come through 
both the bank holiday and the depression 
with an excellent record of safety of 
funds and integrity of managment. It 
may not even be amiss to mention that 
the scope of the trust officer’s problems, 
running as they do the whole gamut of 
economic and social, as well as financial, 
problems and philosophies, should pecul- 
iarly fit him to meet the broad challenges 
which today face our whole capitalistic 
structure. Surely, his work is the epi- 
tome of property rights as well as human 
rights, placing him in the front line of 
defense of our capitalistic system of in- 
dividual initiative, freedom and reward 
—rights which need, as never before, 
first-hand experience and courageous 
spokesmen. 


OTH because of these factors and be- 

cause of the exceptional personal at- 
tributes of the candidate, it should be as 
pleasing to the bankers of America, as 
it is to the trust fraternity, to note the 
endorsement—by the Independent Bank- 
ers Association of the 12th Federal Re- 
serve District—of A. L. Lathrop of Los 
Angeles for the office of 2nd Vice Presi- 
dent of the A.B.A. As Vice President, 
Trust Officer and Director of the Union 
Bank and Trust Company of Los Angeles, 
he has in the past 21 years amply dem- 
onstrated his mental ability and practical 
judgment in civic as well as banking and 
trust affairs. 
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As a guiding spirit of the California 
Bankers Association since 1922, and par- 
ticularly as its president in 1935-36, he 
has demonstrated a most conscientious, 
aggressive and forward-looking political 
leadership. As a dominant factor on 
important committees of the Trust Divi- 
sion and popular and influential member 
of the executive council and of impor- 
tant committees of the A.B.A., he has 
demonstrated a breadth of understand- 
ing of national banking problems and an 
ability to join sectional interests in the 
common good, all in a friendly and mod- 
est manner which has won the respect 
and friendship of the entire profession. 


These are no times for burdening or 
vitiating financial leadership with details 
of bank mechanics, and introspection on 
the operating problems is only half the 
battle. Some excellent and constructive 
work has been done by recent leaders, in 
restoring banking to its proper sphere of 
public influence, and the gains must be 
consolidated. 


Studies on Tax Immunity 
Question Available 


A limited supply of the printed studies 
on the question of inter-governmental 
tax immunity prepared for the Harlan 
Fiske Stone Competition at Columbia 
Law School are available for distribu- 
tion. A charge of $1.25 per set will be 
made to cover printing and mailing ex- 
penses. Please address requests to the 
Columbia Law Review, Columbia Uni- 
versity, New York City. 





Causes of Mortgage Foreclosures 


Survey Reveals Helpful Suggestions for Future Lending 


The opinions concerning the abnormal amounts of foreclosures in 
recent years in the Southern California area, which is thought to be fairly 
representative of national experience, were obtained from 56 persons en- 
gaged in the mortgage lending business. In a booklet prepared by Colonel 
J. B. Chaffey, vice president of the California Bank, Los Angeles, and dis- 
tributed by the Bank, from which the following material is abstracted, only 
the first, second and third reasons for foreclosure are tabulated.—Editor’s 


Note. 


ORTY-ONE replies listed unamor- 

tized lending among the first three 
causes of foreclosures, and nineteen gave 
it as the first reason. 


“Since banks cannot themselves ward off 
a business depression, about the only thing 
they can do is to try to have a sufficient 
margin for their loans. Amortization will 
go a long way to preserve the original mar- 
gin.” 

“The most important single factor is 
amortization and secondly the avoidance of 
loans which do not have intrinsic income 
producing possibilities sufficient to carry the 
loan in hard times. Instead of having a 
credit structure of five hundred million dol- 
lars loaned on real estate, we will have only 
two hundred millions because there is not 
now and never was a sufficient number of 
desirable properties to secure loans based 
on the former figure. These figures are, of 
course, purely arbitrary.” 

“The advocates of the panacea ‘amortiza- 
tion’ say, ‘Had you insisted upon payments, 
the declining market would have had but 
small effect on your loans.’ Nothing could 
be more ridiculous, since the loans that went 
bad were not always those that had been 
made so long prior to 1930.” 


Thirty-eight persons gave improper 
appraisals, with all their ramifications, 
among the first three reasons, while 
twenty thought them to be the primary 
cause. 


“Overvaluing land has been one of the 
greatest factors of miscalculation. The cur- 
rent market value of land should not be the 
influencing factor in appraising for loans— 
dependable income from the property as it 
stands should govern.” 

“Our weakness in the past . . . was pri- 
marily in our then existing practice of de- 
pending too largely upon the physical ap- 


praisal of the property, influenced by the 
market conditions at the time, without due 
consideration to the long-term average util- 
ity value of the property; and by permit- 
ting ourselves to ‘follow along’ too far on 
the boom or speculative market, thereby 
loaning proportionately too high.” 

“The appraiser should be called before 
the senior loan committee and questioned 
as to his reaction on making a loan. The 
appraiser is much better fitted in many in- 
stances to determine the amount of loan 
that should be made, if any, than anyone 
who takes a casual look at the property.” 

“The salaries paid by the larger financial 
institutions do not attract the most com- 
petent appraisers, and I look forward to 
another cycle of exactly what happened be- 
fore.” 

“Some loan companies have found that 
appraisers make much better appraisals 
when they do not know the amount of the 
loan requested.” 


Twenty-four persons mentioned fail- 
ure to give sufficient weight to the bor- 
rower’s age, financial standing and in- 
tegrity among their first three reasons, 
but only two thought this to be the main 
cause. 


“With the various moratorium legislation 
passed in the last few years it will be de- 
sirable to pay particular attention to the 
type of borrower to whom we loan in the 
future.” 


Twenty-four replies mentioned press- 
uré by lending institutions in an effort 
to keep liquid, but only two gave that 
as the No. 1 cause. 


“Many foreclosures could have been avoid- 
ed had the lenders given encouragement by 
reducing the interest rate to borrowers who 
were making a valiant effort to save their 
properties.” 
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Twenty-five thought a change in the 
public’s attitude toward the payment of 
debts hastened by the advent of the 
H. O. L. C. was among the first three 
causes, but only one considered that of 
paramount importance. 


“We have to contend not only with the 
delinquent borrower but also with unfavor- 
able legislation and governmental policy, 
which in instances is so severe in applica- 
tion that we can no longer enforce simple, 
secured contracts for the payment of mon- 
ey.” 

“Many other foreclosures were caused 
from the results of crack-pot ideas and 
propaganda, such as whispering campaigns 
against lending institutions, Technocracy, 
and HOLC, which latter recommended to 
the borrowers that all payments on loans 
should be stopped. By the time the HOLC 
got around to rejecting the loans, the ac- 
cumulations had reached such figures that 
the borrowers could not settle with the in- 
stitutions.” 


Fifteen felt that relaxing the collec- 
tion program was among the three major 
contributing causes, but only one gave it 
as a principal one. 


Only six thought that competition for 
loans by lending institutions was respon- 
sible, and but one gave that as the No. 1 
cause. 


“Savings banks and building and loan as- 
sociations paid such a high rate of interest 
for the funds which they used that they 
could not afford to allow any money to lie 
idle when deposits were excessively high, 
and consequently placed themselves in com- 
petition with each other in their efforts to 
secure loans. The competition of life in- 
surance companies and private lenders in 
turn added to this situation.” 


“ .. When all the great and small finan- 
cial agencies of a city or a nation are fight- 
ing for placements of their money, then 
there is always danger of overlending and 
this overlending is the real cause of mort- 
gage catastrophe.” 


[A category not listed in the book- 
let might well have been “Physical condi- 
tion or plan’’]. 


“What a lot of headaches can be attri- 
buted to lending on jerry-built and on poor- 
ly-planned buildings.” 
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“Lenders have been conspicuously guilty 
of making loans on old dwellings on the 
basis of potential multiple-dwelling or bus- 
iness-building sites. Certainly experience 
has proved that properties of this class do 
not merit a loan on any basis, for in times 
of stress they are neither one thing nor the 
other.” 

“The failure of the institutions to insist 
that the owners keep the properties in good 
order resulted in many of the buildings’ 
falling into such a bad state of repair that 
the owners became discouraged and unable 
to recondition them. By that time there 
were available properties which had been 
foreclosed, renovated, and offered for sale 
in nearby neighborhoods at figures no more 
than the borrowers still owed on their un- 
repaired properties.” 


Servicing Mortgages 


In the mortgage lending business, we 
face the penalties of poor protection of the 
investment after the loan is made. No 
mortgage is inherently a safe 5 per cent 
for 15 years. It has often been assumed to 
be a safe 6 per cent. Had banks spent an 
additional 1 per -cent of that income on 
servicing and reviewing the loans, the losses 
and the troubles would have been less. 

Now we have a more general use of 
amortization schedules and monthly pay- 
ment mortgages. The government HOLC 
and FHA loans is one of our best protec- 
tions—if we collect. It is a hedge against 
mistakes of judgment in appraising and the 
vicissitudes of the future. It helps protect 
against obsolescence, depreciation, waste 
and neighborhood changes. 

It does not completely take the place of 
re-appraisals and maintenance and neigh- 
borhood inspections. The present 90 per 
cent FHA loans on inexpensive but thor- 
oughly modern homes are rapidly depreciat- 
ing the values in older neighborhoods and 
some not so old. Large loans and a small 
investment provide a new and better home 
in a more desirable neighborhood. The vol- 
ume of new building accelerates the ob- 
solescence of the old. Higher taxes and 
higher assessments on old properties create 
increasing underlying liens against actually 
declining real values because the structures 
themselves are obsolete. The principal pay- 
ments on an amortized mortgage loan should 
reduce the debt to a conservative value of 
the site within the economic life of the build- 
ing.—Joseph M. Dodge, president, Detroit 
Bank, before Regional Conference, A. B. A. 
Feb. 1939. 
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United States Trust Company 
of New York 


45 Wall Street, New York 
Chartered 1853 








Condensed Statement as of March 31, 1939 
RESOURCES 














I I a a $ 58,865,056.93 
RES TUPLE ae eee ee Ee ee 27,441,459.14 
ET TT ET SET 6,561,000.00 
United States Treasury Notes, 

I I ce elmvaniialecd 11,060,000.00 
United States Treasury Bonds, 

due 1941 to 1959 9,465,000.00 
State and Municipal Bonds ___.___-_-- 3,228,750.00 
SY 5,895,000.00 
Stock in Federal Reserve Bank 840,000.00 
Bonds and Mortgages ___._.- 5,853,896.87 
RR Rak Be EERE NO eR 2,000,000.00 
Accrued Interest Receivable 312,062.47 








$131,522,225.41 


LIABILITIES 







——ERRREE Ree eer ane ae mene See RENE Ne aN ee $ 2,000,000.00 
RE RRA eT MRAM 26,000,000.00 
I I io sic ieiaicienipeaieetbilasconaamtl 2,796,925.26 






$30,796,925.26 










a ci 99,340,330.18 








Interest Accrued on Deposits = 254,906.23 
Reserved for Taxes and Expenses 619,099.60 
8 EE EIT EA Re me 10,964.14 
Dividend Payable April 1, 1939 ________________. 500,000.00 

$131,522,225.41 





All securities are valued at or below the lower of cost or market. 


United States Government and other securities carried at $355,000 are pledged to 
secure public deposits and for other purposes required by law. 








TRUSTEES 
WILLIAM M. KINGSLEY, Chairman of the Board 
JOHN J. PHELPS FRANK L. POLK GEORGE de FOREST LORD 
ARTHUR CURTISS JAMES WILLIAMSON PELL ROLAND L. REDMOND 
CORNELIUS N. BLISS JOHN P. WILSON HAMILTON HADLEY 
VINCENT ASTOR BARKLIE HENRY cis T. P. PLIMPTON 
JOHN SLOANE BENJAMIN STRONG 







MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 


Valuation of Business Interests 
Factors to be Considered for Tax Purposes—‘“‘Good Will’ 


GEORGE T. FINNEGAN 
Robert, Finnegan & Lynah, Certified Public Accountants, Boston, Mass. 


HE various revenue acts refer to 

value in such phrases as actual cash 
value, readily realizable market value, 
and fair market value. The latter term 
is the one most often used in referring 
to questions of valuation under the more 
recent acts, the intent being to fix a 
value for property, other than cash, by 
a comparison with the cash equivalent 
of such property. 

Under some circumstances, it may be 
very difficult, if not impossible, to fix a 
fair market value for some classes of 
property at a given date. This condi- 
tion is not embarrassing in those in- 
stances, under the income tax provisions 
of the revenue acts, where, because of 
the inability to determine a fair market 
value of the property when received, the 
determination of the tax is postponed 
until the property so received is dis- 
posed of for cash or its equivalent. 

Under some circumstances, such as 
the determination of the March 1, 1913 
value, or the value of acquired property 
for the purpose of depreciation, or the 
question of determining the fair value 
of the property for estate or inheritance 
tax purposes, we are confronted with 
the necessity of determining the fair 
market value of the property at a specific 
date. 

The methods of determination of value 
are seldom controlled by artificial rule. 
Although value may be determined from 
a study of all related evidence, that value 
is, nevertheless, an opinion based on in- 
telligent judgment applied to pertinent 
facts. 


Admissible Evidence as to Value 


Due weight is given to all factors and 
evidence having any bearing on the ques- 
tion of fair market value. Opinion evi- 





From address before Boston Life Insurance and 
Trust Council, Nov. 1938. 


dence.is admitted where the training and 
intelligence of the expert require that 
consideration be given to his opinion. 
Such evidence, standing alone, may not 
be considered conclusive, notwithstand- 
ing the fact that it is uncontradicted. 

Appraisals, in their various forms, are 
used as evidence of value. The proba- 
tive worth of such evidence is based al- 
together upon the ability of the apprais- 
ers, the mode of procedure, their famil- 
iarity with the subject matter, and the 
basis upon which the appraisal is made. 

The value of property is well evidenced 
by arms-length sales of such property, 
where no other elements other than the 
intrinsic value of the property itself, in- 
fluences the sale price. 

The book values of properties are often 
very arbitrary, and frequently bear no 
relation whatever to actual cash value, 
or fair market values, but will be con- 
sidered with other evidence of value. 

The earning power is a very pertinent 
fact to be considered in determining the 
value of property. The capacity of the 
subject matter of the sale to produce in- 
come is one of the major elements to 
be considered in determining its purchase 
price. It is the true earnings that must 
be considered, and adjustment should be 
made for all unusual or extraordinary 
elements affecting earnings for the 
period under examination. 


Valuing Business Interests for Death 
Taxes 


For estate and inheritance tax pur- 
poses, consideration must be given to the 
fair market value as at the time of 
death, of all assets included in the gross 
estate of a decedent. The gross estate 
may include shares of stock in a close 
corporation, or the ownership at the time 
of the decedent’s death of an entire, or 
part-interest, in a going business. The 
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business, or the interest therein, will not 
represent one specific asset or unit of 
value, but will consist of an entire group 
of assets of a kind and nature depending 
on the type of business in which the 
decedent was interested. 


In considering the methods to be fol- 
lowed in placing a fair market value 
on an interest in a business, it may be 
discovered that there is a definite lack of 
some of the evidences of value such as 
recent sales at arms-length of all or part 
of the business; market quotations of 
the stock in the case of a close corpora- 
tion; or offers to buy. 


As the first step in the process of val- 
uation, we should obtain a list of the 
items which constitute the assets of the 
business, from a balance sheet, submit- 
ted as of a date at or near the date of 
valuation. The nature of the assets own- 
ed will be general in some respects, and 
specific in others. 


Such assets as cash and accounts re- 
ceivable are of a usual nature. Ordin- 
arily they can be considered at their 
book values. Accounts receivable may 
be discounted somewhat for anticipated 
trade discounts and the questions of un- 
collectible debts must be considered. 

The items of inventories will be spe- 
cific with each type of business. These 
may consist of merchandise bought for 
resale. It may include raw material, 
work in progress and finished goods. The 
values of these assets in a going con- 
cern may be considered at the values 
carried on the books, inasmuch as they 
are ever changing, and in the ordinary 
case are turned over many times during 
the year, in the form of sales. There 
may be specific cases and instances, 
where, because of market conditions af- 
fecting raw materials or finished goods, 
the inventories in question would be sub- 
ject to some adjustment in determining 
their fair value as of a given date. 


There may be other current assets such 
as marketable securities, which would be 
valued in the usual manner. If the se- 
curities include stock in other close corp- 
orations, or other shares of business in- 
terests, those stocks or interests would 
have to be valued as separate items, and 
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POLK’S 
BANKERS ENCYCLOPEDIA 
March 1939 Edition 


Recently off press, copies of the “Purple 
Book” bank directory of the world are still 
obtainable until the limited supply is ex- 
hausted. 

Just a few reference and convenience 
features include: 

List of banks with officers, directors, and 

correspondents. 

Bank statements in statement form with 

date and breakdown of items. 

Section for transit numbers in numerical 

order. 

Federal Deposit Insurance Corporation 

and Federal Reserve System members 

clearly indicated. 

Merged and closed banks for past five 

years. 

Each State a bank directory of the State. 

Investment Bankers Association mem- 

bers and principal Stock Exchanges. 

Natural opening and layout of pages, 

absence of confusing symbols, and dur- 

able handy indexing for accessibility of 
information. 
Price delivered $15.00, or $20.00 to include 
monthly supplements. 


R. L. POLK & CO. 


New YorK DETROIT 
354 Fourth Avenue Polk Directory Bldg. 








in the same general manner as herein 
described. 


Peculiar Assets 


The fixed assets may consist of land, 
buildings, machinery and equipment. 
Ordinarily these assets would be carried 
on the books at cost, less depreciation 
from time of acquirement to date. They 
may have been subject to appraisals from 
time to time, and such appraisals may 
be helpful in determining fair value at 
the given date. The value determined 
must be the value of the assets to a going 
concern, and would have to be determined 
in the light of the facts existing at that 
time of valuation. Liquidating values 
of such assets are not indicative of their 
fair market values, except in rare in- 
stances and under unusual circumstances. 

There may be other assets peculiar to 
each type of business, which can not be 
discussed here because of lack of specific 
identity. In every instance, such assets 
would likewise be considered for the pur- 
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pose of placing a fair value thereon as 
at the date of valuation. The assets re- 
ferred to above may be classified as tan- 
gible assets, and the value thereof may 
be said to represent fair value of the 
tangible assets. 

From the total value of the tangible 
assets thus determined, there should be 
deducted the total amount of all known 
liabilities. These liabilities may consist 
of accounts payable, notes payable, as well 
as proper provision for all undetermined, 
but nevertheless existing, liabilities at 
the particular date. In this latter class 
there would be included accrued liabili- 
ties such as for salaries and wages, for 
taxes accrued but not yet assessed, and 
for interest accrued on existing liabili- 
ties. Proper provision should be made 
for contingencies. Amounts due officers 
of a corporation, or owners of a business, 
should be examined to determine if such 
amounts represent current liabilities, or 
are in the nature of permanent capital. 

The difference between the assets and 
the liabilities thus determined is what 
may be termed the net worth of a busi- 
ness, exclusive of the value of good will 
or other intangible assets. 


Valuing the Intangibles—Good Will 


Attention should then be directed to 
the earning power of the business. If 
it should be found that the amount of the 
net earnings represents an exceptionally 
high rate of return of income on the 
amount of the net assets involved, it 
would then appear that there must be 
some other asset, not yet considered, the 
existence of which is evidenced by this 
excess earning capacity. That asset 
must be taken into consideration in de- 
termining the fair value of the business. 

In arriving at this excess earning 
capacity there should be deducted from 
the total earnings of the business, an 
amount equal to a fair return on the net 
tangible assets employed. With that por- 
tion deducted from the total earnings, 
the remainder thereof is classified as 
excess earnings. These excess earnings 
are a measure of the value of all the 
intangible assets of the business. All 
of these intangibles may be classified 
under the broad heading “Good Will.” 
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In many cases the earning capacity of 
the business is so merged with such as- 
sets as patents, leaseholds, and contracts, 
as to defy segregation. We will consider 
the good will to include the earning 
power of all the intangibles in whatever 
form, including patents, leaseholds and 
contracts. 


The decided cases do not indicate any 
attempt to lay down a general rule or to 
create any fine distinction in the methods 
to be used in determining a value for 
good will. The problem requires consid- 
eration of the amount of capital employ- 
ed, the earnings, the sales, the history 
of the business or industry; the char- 
acter of the management; the immediate 
future possibilities of the business or 
industry; and any other factors into 
which the average purchaser may be pre- 
sumed to inquire. Every case must ne- 
cessarily be considered in the light of its 
own facts, but the yardstick, in all in- 
stances, is earning capacity. 

Good will is the least stable of any 
asset. It is subject to the continuing 
prosperity of the business and is influ- 
enced by normal trends within or with- 
out the industry. It is also influenced 
by changes in shopping or trading loca- 
tions; styles; management; the salable 
form of a product, and from any other 
cause that would tend to diminish the 
favorable preferences that a _ business 
may have. Therefore, the net earnings 
to be used for the purpose of good will 
valuation are the net earnings reason- 
ably anticipated for future years. 


Necessary Data 


For the purpose of determining the 
value of good will, or other specific intan- 
gibles, on the basis of the capital in- 
vested and the earning capacity, the fol- 
lowing data must be obtained: 

1. The value of the net tangible assets 
invested. 

2. The average net earnings. 

3. The amount of the excess net earn- 
ings after deducting the amount of earn- 
ings attributable to the net tangible 
assets. 


The weight of these factors will be 
influenced by the following facts: 
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(a) whether all of the earnings, above 
the fair rate on net tangible assets, are 
attributable to transferable good will 

(b) whether the earnings to be used 
are those of the year which precede or 
follow the date as of which the value is 
to be determined 

(c) the total number of years earn- 
ings to be used over which to average 
net earnings ; 

(d) the date of return to be used on 
the value of net tangible assets in order 
to estimate the earnings attributable 
thereto, and 

(e) the rate of return to be used in 
capitalizing the excess earnings attrib- 
utable to good will. 

Under ordinary circumstances, the 
capital and earnings for the five years 
next prior to the date are used for the 
purpose of valuation. 

It may be that a business has excess 
earnings, because of a good will that at- 
taches to the ability or presence of some 
individual engaged in that business, and 
which good will may not be of a trans- 
ferable nature. It is obvious that such 
good will is not to be considered beyond 
the term of life or continued association 
of the individual whose genius or ability 
provides the excess earning capacity. 


Rate of Return 


In any business where there exists a 
mixture of tangible and intangible as- 
sets, there are recognized two distinct 
forms of investment: First, an invest- 
ment in sound physical assets, or assets 
with real present cash value; and, sec- 
ond, an investment in the intangible 
hope of future profits. In the case of 
tangibles, you might expect the normal 
rate of return each year, plus a return 
of the capital invested in such tangible 
assets upon termination or dissolution 
of the business. In the cash of intan- 
gibles, however, it is unsound to expect 
the profits therefrom to last indefinitely. 
When such profits cease, the intangibles 
are worthless, and the investment there- 
in is likewise of no value. It seems clear 
that the normal rate of return for an in- 
vestment in future profits, must be higher 
than the normal rate on an investment in 
tangible property. 


The 
Second 
National Bank 


of 


New Haven 


Established 1855 


Trust Department 
Organized 1919 


The normal rate on tangibles is that 
rate that would attract a sufficient and 
continuing supply of capital in the par- 
ticular field of business or endeavor. 
These rates vary from four percent to 
twenty per cent depending on the hazar- 
dous or non-hazardous nature of the 
business. The tendency in a fairly stable 
business is to select a rate of either 
seven or eight per cent. 


The rate on intangibles must, of ne- 
cessity, reflect the risk of such an in- 
vestment, and rates of ten percent to one 
hundred per cent have been used. This 
is equivalent to stating that the value of 
the good will has been determined on the 
basis of from one year to ten years’ pur- 
chase of the average excess earnings. 
The majority of cases show the use of 
rates of from fifteen to twenty per cent, 
which is equivalent to stating that the 
good will in those cases is decided on a 
basis equivalent from five years to six 
and two-thirds years’ purchase of the 
average excess earnings. 
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VALUATIONS 
of Life Estates, Life Agency 
Renewal Interests, Etc. 


FACKLER & COMPANY 
CONSULTING ACTUARIES 


8 West 40th Street, New York, N. Y. 


Edward B. Fackler Robert D. Holran 
LL.B., F.A.S., A.A.I.A. 





The following example illustrates the 
computation of the value of intangibles, 
based on figures herein set forth. 


Basis 


Average investment in tangible as- 
sets of the past five years 
Average earnings of the past five 
years : 
Normal rate of retur 
assets , ENE) tere 
Capitalization rate for excess earn- 
ings 


$300,000 
50,000 
10% 


Bs Re Ny 20% 
Computation 
Average earnings as above 
Less—Normal earnings—(10% of 

$300,000) _ Pee a 


50,000 
30,000 
Excess Earnings 
100,000 


oS eee aera aac LOO MOO 


Where good will value exists, it is 
suggested that rates of eight per cent 
on tangibles and fifteen per cent on in- 
tangibles be considered as a guide in a 
non-hazardous business; and rates of ten 
per cent on tangibles and twenty per cent 
on intangibles in a hazardous business. 

In every case, attention must be direct- 
ed to a determination of the wealth in- 
vested in the tangible assets necessary 
for the continuation of the business as 
a going proposition, and of the normal 
rate of income that such an investment 
should earn in view of the nature of the 
business. Any excess of the earnings, 
over and above the normal return on tan- 
gible assets, to the extent that a contin- 
uation of such excess earnings is reas- 


20,000 
Excess earnings capitalized at 20% 
(5 years’ purchase) _.. — a 
Capitalized earning value of intan- 


onably assured, is the measure of the 
value of the intangible property. The 
actual value of intangibles is seldom spe- 
cifically determined, but their approxi- 
mate value may be fairly estimated on 
the basis of so many years’ purchase of 
such excess earnings, or by the method 
of capitalizing such excess earnings at a 
rate commensurate with the risk of the 
investment. 


Wills and Trusts Explained in 


Newspaper Series 

The New York World Telegram has 
recently used a series of nine articles on 
“Problems confronting persons who wish 
to insure their estates against dissipa- 
tion.” Fred S. Boland of the trust de- 
partment of the Chemical Bank and 
Trust Company and special writer for 
the newspaper was the author. 

Mr. Boland wrote in a free and simple 
style brushing lightly over technicalities 
and devoting his space to explanations 
of those questions that are of primary 
interest to the average man with a me- 
dium or large estate. 

The series might well be described as 
the A B C’s of Wills and Trusts. Inter- 
esting little stories were brought in to 
clarify terms or provisions which other- 
wise would have involved lengthy explan- 
ations. 

Mr. Boland, the Chemical Bank and 
the New York World Telegram provided 
a splendid example of business and the 
press working hand in hand. There can 
be little doubt that the readers of the 
newspaper gained a wealth of informa- 
tion on a subject about which all should 
know more. The newspaper served its 
readers, the bank served the community, 
anonymously, and Mr. Boland served 
both. 

The series was in no way a pat on the 
back for corporate fiduciaries or any 
group. It was out and out feature news, 
the kind any newspaper would likely use. 

William B. Long, President of the Boston 
Stock Exchange, announced the election of 
Ralph M. Eastman as a member of the Com- 
mittee on Public Relations. Mr. Eastman 
is Vice President of the State Street Trust 
Company. 





Ohio to Start Study of Trust Costs 


HE annual Trust Conference of of- 

ficers of Ohio banks having trust 
powers held in Columbus on April 14 
broke all records for attendance with 86 
registered and over 100 in attendance. 


The principal theme of the morning 
session was a forthright consideration 
of trust costs and fees. In general, it 
was found that not very many trust 
companies know their costs nor the ele- 
ments which make them nor the method 
of determining them. 


Fortunately there are trust companies 
in Ohio which have approached this prob- 
lem through proper accounting and cost 
analyses. Representatives of these 
banks were helpful in discussions by be- 
ing able to answer questions from ex- 
perience and to demonstrate that a re- 
liable cost determination is not only 
highly desirable and necessary but quite 
feasible. 


Unassailable knowledge as to costs is 
an essential in the approach to the fee 
question, all agreed. It will be recalled 
that the commercial banks before adopt- 
ing measured service charges and other 
equitable fees, first made a searching 
study of costs through the Bank Manage- 
ment Committee of the Ohio Bankers 
Association and by other methods. Hav- 
ing determined costs, they had a good 
starting point for the application of 
charges which would cover expenses and 
provide a reasonable profit. 


Pledge To Start Cost Study 


ORKING along somewhat similar 

lines, those attending the Trust 
Conference adopted a resolution pledging 
the trust companies of the state to start 
an immediate study of their costs. Some 
are equipped to do this without further 
advice and suggestions but for the ben- 
efit of all a manual of procedure will be 
sent to all trust companies at an early 
date. As a further aid in seeing that a 
real “follow-through” results, a working 
committee is to be in charge of the work 
as a sort of clearing house of informa- 
tion and suggestions. The Trust Com- 


mittee of the Association which has a 
reputation for getting things done, as 
has been shown repeatedly, will have the 
general supervisory task and will be sup- 
plemented by some members who have 
had experience in cost analysis matters 
in their own banks. 


While the work of accomplishing this 
worthy objective remains to be done, 
William A. Reckman, trust officer of the 
Western Bank & Trust Co., Cincinnati, 
who presided at the conference as chair- 
man of the Trust Committee of the Asso- 
ciation, gave much deserved credit for 
the spade work which was done by Glenn 
Biggs of the Fifth-Third Union Trust 
Co., Cincinnati; Charles D. Gable of the 
Cleveland Trust Co., and W. D. Hunter 
of the Geo. D. Harter Bank, Canton. 
These three conducted a panel on how to 
go about determining costs and the fol- 
low through. Their contribution was 
considered one of the most practical fea- 
tures ever sponsored by the conference. 
A general discussion following brought 
out many questions and suggestions, ably 
summed up by William E. Anderson, 
trust officer of the Central Trust Co., 
Cincinnati, who presented the resolution 
for a statewide cost determination. 


During the morning session, Chair- 
man Reckman presented H. E. Cook, 
president of the Second National Bank, 
Bucyrus, and president of the Ohio Bank- 
ers Association, who told of the desire 
of the organization to be helpful to the 
trust departments in every possible way. 
He commended the trust men on their 
study of costs and the recognition of its 
importance as a vital factor in the oper- 
ation of any business. David M. Auch 
and Belford Atkinson, secretary and as- 
sistant secretary of the Association, re- 
spectively, also were introduced. 


The afternoon session was given over 
entirely to George G. Bogert, James 
Parker Hall Professor of Law at the 
University of Chicago, whose subject was 
“Legal Problems Confronting the Trust 
Business.” Following a discussion Dr. 
Bogert submitted to questions. 
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Trusteeship in a Changing World 


FRANKLIN B. KIRKBRIDE 


WHAT IS THE ANSWER? 


HIS month I want to think aloud 

with my readers and extract wisdom 
instead of trying to impart food for 
thought. 


A recent analysis of business failures 
shows that 32% were traceable primarily 
to incompetent management. 

The greatest satisfactions in my life 
have resulted from the opportunities I 
have had of connecting ability and op- 
portunity. My own successes have been 
measured less by my qualifications than 
by the character, technical knowledge 
and skill of the rest of the team. My 
failures have been my own—when I have 
judged character wrongly, backed the 
wrong horse. 


What a joy it is to pick them young, 
to train, inspire and watch them grow; 
to give them their head, increased re- 
sponsibility, enlarged opportunity, a 
heavier load to see them make good. 

How desperately we hunt for quali- 
ties that seem non-existent, yet must be 
right at hand, when the job is open, 
waiting for the right candidate. It may 
be trite to repeat that any business is 
just the lengthened shadow of a man, 
but it is a sound and enduring generali- 
zation. 


Picking the Right Team 


HE difficulties of getting business, 
attracting customers, are nothing as 
compared with the problem of locating, 
securing and backing the team that will, 
with skill, vision and courage, plan, ad- 
minister and execute so that the services 
or goods they offer may be sought after 
by an eager public. 
I once picked a teller who proved so 
superlatively good that his advance- 
ment to even more responsible work was 


almost blocked by that very fact. I won- 
der how many able men are today stuck 
in tellers’ cages who have the ability to 
produce in far larger measure for the 
Trust Companies they serve. How much 
has ability, influence or luck to do with 
promotion? 


I have proof daily of the need of more 
efficient administration in industry and 
in trust departments, too. If some units 
in the same industry can show profits 
right through dull times when others go 
deeper and deeper in the red, if some 
departments can show a big profit on 
every dollar of fees they collect, when 
the picture is reversed in other cases, 
what is the answer? Does it not usually, 
in the final analysis, come down to a 
man in some key position? 


Two Striking Cases 


FTER a long period of sub-normal 

business two facts are more and 
more coming to the fore; the need for 
more skillful administration in an in- 
creasing number of businesses, the in- 
creasing group of able men who, through 
no fault of their own, find themselves on 
the side lines. 

I am going to describe two men to 
drive home my point. The first, self- 
made, 39, his best years ahead, who has 
had 20 years of trust experience, with a 
clean record, a pleasing personality, good 
address, ambitious, hard working, suc- 
cessful, possessed of technical knowledge, 
a student as well as executive, with real 
imagination, who finds himself on the 
outside looking in. Why? Because the 
banking department of his Trust Com- 
pany folded up, the business was taken 
over by the Federal Deposit Insurance 
Corporation and a new personnel was 
substituted. That man is too good to 
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be on the loose and he ought to be snap- 
ped up by one of those trust departments 
that is losing sixty cents on every dol- 
lar of fees received. How can I find the 
president or trust officer that needs this 
man to survey his set-up and find why 
he is losing instead of making money, 
who is big enough, after the trouble has 
been found, to give proven ability the 
opportunity to turn losses into profits? 

My second example is a situation in 
industrial management. How many 
trust departments hold enough shares in 
corporations operating in the red to jus- 
tify a voice in their management? I 
would hate to undertake such a study. 
Only this week I have received a letter 
from a client who says “they did noth- 
ing and sat quietly by and let the stock 
drop over a period of years from 165 to 5 
and now their recommendation is to sell 
and reinvest.” Should not something 
have been done about management—both 
of the industry and of the trust com- 
pany? 

The man I have in mind is 54, at the 
height of his powers. He is not penni- 
less by any means. He has never failed 
to produce. His field is heavy industry. 
He is a marvelous organizer, executive, 
engineer, and combines the rare gift of 
being both a successful sales-manager 
and a super-salesman. He is so good he 
is almost unique. He gets loyalty from 
his associates, and his customers stick 
by him through thick and thin. I have 
watched him build up an industry and 
have twice seen him, through loyalty to 
his backers, sell himself “down the river” 
so they could cash in. 

That man should be gobbled up be- 
fore he has a chance to cool his heels, 
for he has the uncanny knack of making 
two blades of grass grow where one 
grew before. 


I nominate him for the head of any 
business (in heavy industry) well fin- 
anced, that has reached the point where 
large scale operation is the program and 
where the signals are all set for full 
speed ahead. 

The “Forty Plus” Clubs which are be- 
ing organized to discuss job prospects 
for men over 40 who are out of work 
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are doing a surprising and splendid job. 
The personnel departments of our tech- 
nical schools are likewise doing a real 
service to industry in helping place their 
graduates in the school of practical ex- 
perience. 

My concern, however, is not with either 
of these groups, but rather with the ex- 
ceptional man who, through no fault of 
his own, is available for large respon- 
sibility and who is so tragically needed 
by concerns that must choose between 
shipwreck or change of management. In 
times of prosperity business may be able 
to survive in spite of the incubus of poor 
management. In days like these the best 
is none too good. 


Trust Conferences In Los 
Angeles and Chicago 


Two regional conferences will be held 
this year, according to announcement by 
Samuel C. Waugh, president of the 
Trust Division of the American Bankers 
Association and executive vice president 
and trust officer of The First Trust Com- 
pany of Lincoln, Nebraska. 

The 17th Regional Trust Conference 
of the Pacific Coast and Rocky Mountain 
States will meet in Los Angeles, Cali- 
fornia, on September 19 and 20. 

The Tenth Mid-Continent Trust Con- 
ference will again be held in Chicago on 
October 26 and 27, with the Corporate 
Fiduciaries Assn. of Chicago as hosts. 

The Annual Meeting of the Trust Div- 
ision will be held during the week of 
September 25 to 28, in Seattle, Wash. 





TRUSTS and ESTATES 


The Prudent Man 


HERE can we find that smart old 
guy 
On whose judgment we’re to rely; 
Who tests our conduct by a rule 
Which no mere man may learn in school; 
Who knows the answers, always right, 
To solve a trustee’s every plight; 
Who'll tell a trustee what is what, 
What it may do—what it may not— 
This paragon with wisdom keen 
Who’s quoted much, but never seen? 


ae guide us when we seek to 
find 


This fellow with the master-mind 

To have him tell us what to say 

To Widow Minx, who comes one day 
And pleads with tears, she simply must 

Have much more income from her trust? 

We’re sympathetic with her plea; 

Would Prudent Man with us agree? 
He hasn’t seen that lovely face, 

So how could he decide the case? 


HOEVER finds this wise old man 
Should rope and tie him, if they 


And keep him in some public place 
Where we may see him face to face. 

To him we'll rush with utmost speed; 
His words, profound, we'll gladly heed, 
So when surcharged we simply can 
Place all blame on the Prudent Man. 

Perhaps ’twere better he should be 
Held prisoner by the S.E.C! 

—B. S. W. 


 ( )- 


King Arthur (Roosevelt) Appeases 
the Dragon 


The Gridiron Club, a Washington news- 
papermen’s club, held its annual party re- 
cently with its invited guests including 
President Roosevelt and a long list of dis- 
tinguished statesmen and others. 


A series of skits was presented farcing 
dignitaries and governmental policies. One 
skit entitled “Business Appeasement” de- 
picted the efforts of the administration as 
King Arthur and the knights of the round 
table. The wizards of the New Deal were 
attempting to kill the Dragon (business). 


The Dragon is slumped on the stage dur- 
ing the colloquy, covered with bandages. 
The conversation that ensues states that 
the poor old Dragon is almost dead after 
six years of beating by King Arthur, and 
that the people are weary of it. A sug- 
gestion of appeasement is offered as a cure 
for the Dragon. It is complained that: 
“King Arthur listens to those crackpot wiz- 
ards, Eccles the Echo, Tommy the Cork and 
Benny the Cone.” These men are in favor 
of killing the Dragon immediately, they de- 
clare. 


King Arthur finally decides the Dragon 
must be kept alive through 1940: “All right, 
you knights look after him and you wizards 
let him alone.” But as the Dragon perks 
up the King gives him a wallop. 

a ( 


New Bank Commissioners 


The following State Banking Commis- 
sioners have recently been appointed: Mil- 
ton R. Morgan in Virginia, Andrew J. Beck 
in Maine and Alexander Chmielewski in 
Rhode Island. Mr. Morgan is a past presi- 
dent of the Virginia Bankers Association 
and was president of the Eagle Rock Bank, 
Inc. and Mr. Beck has served for two years 
on the Governor’s Council, was president 
of the Washburn Trust Co. and is a mem- 
ber of the Maine State Bar Association, 
although not active in the practice of law. 





Stock Transfer Taxation 


Extracts from Summary of Conclusions of Committee for Study 
of Federal and State Stock Transfer Taxes* 


NDER the stock transfer taxes of 

this country, transactions of pro- 
fessional dealers are taxed at the same 
rate as transactions by the public in- 
stead of at lower rates as is customary 
abroad. As a result, our stock transfer 
taxes interfere with the ability of pro- 
fessional traders to go into and out of 
the market at frequent intervals thus 
providing a continuity of security 
prices. 

The Federal and state stock transfer 
taxes duplicate each other, and are not 
properly coordinated. Since the Fed- 
eral and state governments impose taxes 
independently of each other, there exists 
a possibility that the aggregate tax bur- 
den on security transactions resulting 
from such independent levies may be- 
come unduly high. 

There is no uniformity in the rates of 
stock transfer taxes levied by the var- 
ious states. Inasmuch as recent me- 
chanical developments have made it pos- 
sible for buyers and sellers of securi- 
ties to place their orders on several ex- 
changes, however remote from their 
places of residence, stock trading may 
readily shift from states with high stock 
transfer taxes to states with low, or no 
stock transfer taxes. 

Due to the peculiar organization of 
security trading evolved in this country, 
the trading in so-called “odd-lots” as 
compared with the trading in “round- 
lots”, is exposed to double taxation on 
the New York Stock Exchange. A tax 
is paid by the odd-lot customer both 
when he buys stock and when he sells it. 
Such double taxation is likely to deter 
small investments, to interfere with the 
wider diffusion of stock ownership in 


*This is from a preliminary report. The com- 
mittee is engaged in studying the entire subject 
of such taxes. The committee consists of Sea- 
bury C. Mastick, chairman, and Jules I. Bogen, 
Louis K. Comstock, Martin Saxe and Howard B. 
Smith. Professor Paul Studenski is Director of 
Research. 


this country, and to discourage small 
scale public speculation. Furthermore, 
it represents unfair regressive taxation. 
Finally, this double taxation accen- 
tuates the unfavorable tax differential 
on odd-lot transactions executed in New 
York to such an extent as to make the 
local exchanges in other states parti- 
cularly attractive markets for such 
transactions. 

The stock exchanges located in other 
states launched during the latter part 
of 1937 very active campaigns in their 
respective territories urging the inves- 
tors therein to trade locally instead of © 
on the New York Stock Exchange and 
thus secure the benefits of a substan- 
tial saving in the taxes imposed there- 
on. These campaigns are beginning to 
bear fruit, as shown by a recent statis- 
tical analysis of the present trends of 
stock trading on the New York Stock 
Exchange and other markets, respec- 
tively. 

This diversion of stock trading from 
the New York Stock Exchange to the ex- 
changes in other states, is likely to pro- 
duce at least the following four adverse 
effects: (a) a loss of revenue to the 
State of New York, from the stock 
transfer tax and other sources; (b) im- 
pairment of the economic basis of New 
York City and New York State; (c) in- 
creased cost of trading to the public in 
general and reduction of the efficiency 
of the national security market; and 
(d) loss by the New York Stock Ex- 
change of its position as a world mar- 
ket. 

It is important, therefore, that this 
diversion of stock trading be checked 
before it assumes larger proportions, by 
the adoption of either one or the other 
of the following two devices: 

(a) The passage by the State of New 
York of an amendment to the stock 
transfer tax law exempting the odd-lot 
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sales by odd-lot dealers from the tax, 
so that only the sales by the public to 
the odd-lot dealers would be taxed 
thereunder. Concurrently with such an 
amendment, or subsequently, the State 
may repeal its present emergency rate 
of the stock transfer tax (amounting to 
1% and 2 cents per share depending 
on the value of the share), leaving only 
the normal rate of the tax in effect. This 
would still further reduce the unfavor- 
able tax differential, thus removing the 
primary cause of the diversion of stock 
trading from this State. 


(b) Another possible approach is to 
have Congress enact a law under which 
credits would be allowed against the 
Federal stock transfer tax, within cer- 
tain limits, for the stock transfer taxes 
paid to the states, in the same manner 
as it is done in the case of taxes on es- 
tates and inheritances. An arrange- 
ment of this sort would bring about uni- 
formity in the rates of the stock trans- 
fer taxes in all states having organized 
stock exchanges or substantial volumes 
of over-the-counter stock trading. Con- 
currently, the Federal law should be 
amended to provide for the exemption of 
the odd-lot sales by odd-lot dealers 
from the Federal stock transfer tax. 


A careful inquiry into the develop- 
ment of both the Federal and State 
stock transfer taxes shows that they 
have been generally ushered in as emer- 
gency measures without adequate study 
of the various economic and adminis- 
trative problems which are involved in 
this type of taxation. It is obvious from 
even a cursory examination of our exist- 


ing system of Federal and State stock 
transfer taxation that it requires a 


thorough survey with a view to the ef- 
fectuation of necessary improvements. 


Ruling on Custodian-Account 
Transfers 


The Treasury Department has recently 
issued a new ruling amending the form 
of exemption certificate in the case of trans- 
fers of custodian-account securities. T.D. 
4888, approved March 9, 1939, is as fol- 
lows: 

Regulations 71, approved July 16, 1932, 
as amended, but only as prescribed and 
made applicable to the Internal Revenue 
Code by Treasury Decision 4885, approved 
February 11, 1939, under the authority con- 
tained in section 3791 of the Internal Rev- 
enue Code, are amended as follows: 


Subparagraph (v) as added to article 35 
by Treasury Decision 4824, approved July 
5, 1938, is changed to read as follows: 


(v)(1) The delivery or transfer after 
February 10, 1939, of shares or certificates 
from the owner thereof to a custodian, if 
under a written agreement between the 
owner and the custodian, the shares or cer- 
tificates so delivered or transferred are to 
be held or disposed of by such custodian 
for, and subject at all times to the instruc- 
tions of, the owner; also from such cus- 
todian to such owner. 

“(2) The delivery or transfer after Feb- 
ruary 10, 1939, from such custodian to a 
registered nominee of such custodian, or 
from the owner direct to such registered 
nominee, or from one such nominee to an- 
other such nominee, if the shares or certi- 
ficates continue to be held by the nominee 
for the same purpose for which they would 
be held if retained by such custodian; also 
from such nominee to such custodian or the 
owner. No exemption shall be granted un- 
less the nominee is registered in the man- 
ner provided for the registration of nom- 
inees of persons conducting a stock broker- 
age business as specified in subparagraph 
(h) added to article 126 by Treasury De- 
cision 4701. 

“(3) The delivery or transfer after Feb- 
ruary 10, 1939, of shares or certificates from 
a custodian of the owner to another cus- 
todian of the owner, or from the registered 
nominee of the first custodian to the sec- 
ond custodian or the registered nominee of 
the latter, provided that on the facts of 
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the case the transfer would have been ex- 
empt under (1) or (2) if made by the own- 
er direct to the second custodian or the 
registered nominee of the latter. 

“(4) The exemptions specified in (1), 
(2), and (3) shall not be granted in any 
case unless the delivery or transfer is ac- 
companied by a certificate, signed by the 
custodian, in substantially the following 
form: 

‘We hereby certify that the transfer 
of the attached shares is exempt from the 
transfer tax under the provisions of sec- 
tion 1802 of the Internal Revenue Code, 
that evidence in proof of the exemption 
is maintained by us and is available for 
inspection by Internal Revenue Officers. 


Signature of Custodian.” 


“(5) The custodian contemplated by this 
subparagraph (v) is a mere custodian and 
does not include a trustee. A mere cus- 
todian is a person to whom there are de- 
livered or transferred shares or certificates 
of stock to be held or disposed of by the 
custodian for, and subject at all times to 
the instructions of, the owner and not other- 
wise.” 

This Treasury decision is issued under 
authority contained in section 3791 of the 
Internal Revenue Code. 

Guy T. HELVERING 
Commissioner of Internal Revenue 


Stock Transfer Ruling 


A ruling of the New York State Depart- 
ment of Taxation and Finance, dated Feb- 
ruary 18, 1939, is as follows: 

“Kassell, Deputy Commissioner and 
Counsel.—It appears that the will of a de- 
cedent ‘A’ left his corporate stocks in trust 
for his wife ‘B’ for life and upon her death 
the stocks were to be divided into equal 
parts and held in trust for a daughter ‘C’ 
and a son ‘D’. The trustee had the stocks 
registered in its name, as trustee under the 
will of ‘A’ for the benefit of ‘B’. Upon the 
death of ‘B’ the stocks were equally divided 
by the trustee and one-half was registered 
in the name of the trustee, as trustee under 
the will of ‘A’, for the benefit of ‘C’ and 
the other half was registered in the name 
of the trustee, as trustee under the will of 
‘A’, for the benefit of ‘D’. Inquiry is made 
whether a New York stock transfer tax 
should have been paid because of dividing 
up the stock and registering it so. as to in- 
dicate the two separate beneficiaries. 
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“The trustee at all times held the legal 
title to the stock. During the life of ‘B’ it 
was its duty to pay the income to ‘B’. Af- 
terwards it was its duty to pay the income 
to ‘C’ and. ‘D’. I am of the opinion, there- 
fore, that dividing the stock and re-register- 
ing it upon the death of ‘B’ to show the 
new situation was not a transaction subject 
to a New York stock transfer tax. I am 
unable to discern that the transaction in- 
volved a transfer within the meaning of Ar- 
ticle 12 of the Tax Law.”—From “Recent 
Decisions”, published by Kennedy Sinclaire, 
New York. 

SS 


Equality in Registration 
Requirements 


One of the deterrents to listing desirable 
issues on our exchange is the inequality 
which exists between listed companies and 
those companies having securities registered 
under the Securities Act of 1933 on the one 
hand, and companies not subject to those re- 
quirements on the other, whose securities 
enjoy wide distribution and are traded un- 
listed or in the over-the-counter markets. 
Information comparable to that required 
by the New York Stock Exchange and the 
Securities and Exchange Commission is not 
now required with respect to thousands of 
these latter security issues. 

We feel that these competitive conditions 
could best be equalized through the enact- 
ment of Federal legislation requiring cor- 
porations having securities which are now 
traded in by the public as unlisted or over- 
the-counter issues to register and furnish to 
the Securities and Exchange Commission 
information comparable to that now requir- 
ed of listed and registered companies.— 
William McC. Martin, Jr., President, New 
York Stock Exchange, before annual meet- 
ing of St. Louisans, Dec. 20, 1938. 
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TRUST COMPANY 


Condensed Statement of Condition as at close of business 


March 31, 1939 


RESOURCES 

Cash and Due from Banks ...... $220,352,990.35 
U. S. Government Securities .... 239,721,353.37 
State and Municipal Bonds..... 24,695,997.67 
Stock of Federal Reserve Bank... 2,257,300.00 
Cther Securities ..cccccccews 58,115,584.77 
Loans, Bills Purchased and 

Bankers’ Acceptances ........ 208,880,033.22 
DEER scctcscecesseoesee SR 
ORC TTT 13,271,594.52 
Other Real Estate Equities ...... 3,693,468.34. 
Customers’ Liability for Acceptances 10,531,038.70 
Accrued Interest and Other Resources 2,904,210.73 


$805,683,546.54 
LIABILITIES 

Preferred Stock .... $ 9,244,520.00 
Common Stock ..... 32,998,440.00 
Surplus and 

Undivided Profits .. 45,129,356.66 87,372,316.66 
DOD cessestseecsecscess 4S 
Reserve for Preferred Stock 

Sinking Fund 193,701.11 
Common Stock Dividend 

(Payable April 1, 1939)... 824,959.00 
Preferred Stock Dividend 

(Payable April 15, 1939) ....... 231,113.00 
Outstanding Acceptances ........ 16,249,027.14 


Liability as Endorser on Acceptances 
and Foreign Bills ........... 6,450,916.61 


MU cece eeedoenseeeeens Se 
$805,683,546.54 


Principal Office: 55 Broad Street, New York City 


66 BANKING OFFICES IN GREATER NEW YORK 


European Representative Office: 1, Cornhill, London, E. C. 3 


Member Federal Reserve System 
Member New York Clearing House Association 
Member Federal Deposit Insurance Corporation 


Both Common and Preferred shares have a par value of $20 each. 
The Preferred is convertible into and has a preference over the 
Common to the extent of $50 per share and accrued dividends. 





Indiana Trust Research Week 


ILBERT T. STEPHENSON, direc- 

tor, Trust Research Department of 
the Graduate School of Banking of the 
American Bankers Association, conduct- 
ed another Trust Research Week in In- 
diana during the week of February 6 
through February 10 at South Bend, In- 
dianapolis, Bloomington, Terre Haute, 
and Evansville. 

This was the first time the American 
Bankers Association had scheduled a 
series of progressive meetings in key 
cities in any one state. In conformity 
with his usual procedure, Mr. Stephen- 
son addressed underwriters and attor- 
neys as well as bankers and trust men. 

Lecturing before junior and senior 
law students of Indiana at Hoynes Col- 
lege of Law; Notre Dame; Indiana Uni- 
versity Law School, and Indiana Law 
School, Mr. Stephenson pointed out the 
necessity of well drawn wills and trust 
agreements. He placed the responsi- 
bility squarely on the shoulders of law- 
yers and told them that the drafting of 
wills and trust agreements is a func- 
tion of every lawyer in general practice. 

In his discussion of trust business in 
Northern Indiana at South Bend, Mr. 
Stephenson divided his speech into two 
divisions, namely: “Some of the statis- 
tical facts about trust business in 
Northern Indiana” and “some of the 
safeguards that protect trust business.” 

An interesting feature, he brought 
out, was that between the years 1900-38 
there has been a gradual decrease in the 
proportion of individual, non-lawyer ex- 
ecutors of wills in St. Joseph County, 
dropping from 95% to 83%. There was 
a corresponding increase in the propor- 
tion of corporate executors, rising from 

% to 11% in the 38 years. Lawyer- 
executors, while varying from year to 
year, remained constant at about 8%. 
However, during the period from Jan- 
uary 1, 1933 to November 1, 1937, 15.8% 
in number and 22.5% in volume were in 
the hands of trust institutions. 

Mr. Stephenson said these figures 
showed “unmistakably and challengingly, 


the tremendous possibilities of further 
development of trust business” in 
Northern Indiana. 


The statistics brought out the sur- 
prising feature that between 1900-37 the 
proportion of intestate estates increased 
from 54% to 69%. The figures, he de- 
clared, lead to the inescapable conclu- 
sion that there still remains a great deal 
of public trust education to be done to 
make people will-conscious. 


“‘According to the records in St. Jos- 
eph County, 1900-38, on the average, 
with violent fluctuations from year to 
year, about 15% of the wills offered for 
probate have been under one year old. 
About 50% have been from one to ten ., 
years old and about 35% have been over 
ten years old.” 


Mr. Stephenson said the trend was to 
the recently made will. In 1937 the pro- 
portion of over-10-year-old wills was 
24%. 

“The conclusion to be drawn from 
their figures is that the people who do 
make a will, though still all too few, 
are becoming more careful to keep their 
wills up to date. 


This suggests another field for trust 
education, he said, so long as there is 
still one-fourth of the wills offered for 
probate in St. Joseph County still over 
10 years old. 


Safeguards for Trust Property 


“The four things that apparently have 
given the public the most concern about 
the safety of trust property placed in 
the hands of banks and trust companies 
have been,” Mr. Stephenson said, “(1) 
the fate of uninvested trust funds on 
deposit, in event of bank failure; (2) 
the mingling of trust property either 
with the property of other trusts or es- 
tates or with the property of the bank 
or trust company itself; (3) self-deal- 
ing; (4) the investment of trust funds. 

These four concerns were answered 
effectively by Mr. Stephenson when he 
pointed out the following rules, regula- 


483 





484 


tions and laws governing the present 
day trust institutions: 

1. The Statement of Principles of 
Trust Institutions. 

2. Regulation F—Trust Powers of Na- 
tional Banks—of the Board of Gov- 
ernors of the Federal Reserve System. 

3. Indiana Financial Institutions Act 
of 1933. 

After discussing each in some detail 
he said: “Thus, the trust institutions by 
their own Statement of Principles, the 
government agencies by their regula- 
tion, and the State legislature by its 
statutes have gone as far as statement 
or regulation or statutes can go in 
throwing every practicable safeguard 
around trust property.” 


Government Supervision and 
Examination 


Continuing he said: “Statements, 
regulations, and statutes, however, are 
dead letters unless they are conscien- 
tiously observed and enforced. If I 
were asked to state the one outstand- 
ing development in trust administra- 
tion since the bank holiday, I should 
answer promptly and unhesitatingly, 
the improvement in the government su- 
pervision and examination of trust de- 
partments. 

“Inside the trust institution itself 
perhaps the greatest improvement of 
all in trust administration has come in 
the substitution of collective for indi- 
vidual action.” 

The day of a single trust officer as- 
suming all of the duties as well as the 
responsibilities has passed, he stated. 
“By regulation, the board of directors, 
not the individual trust officer, is re- 
sponsible for the investment of trust 
funds, for the disposition of trust in- 
vestments, for the supervision of the 
trust department, for determination of 
trust policies, and for the review of all 
board-committee actions on trust mat- 
ters. The board or a committee of ex- 
perienced officers or directors must ap- 
prove the opening and closing of every 
account. A trust investment commit- 
tee of at least three capable and expe- 
rienced officers or directors must ap- 
prove the acquisition, retention and dis- 
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position of every trust investment, and 
must review the assets in every account 
at least once a year.” 

In closing Mr. Stephenson pointed out 
that the work of Northern Indiana trust 
institutions was cut out for them. It 
is the work, first, of first class adminis- 
tract of the trust business they already 
have on their books, and, second, it is 
the work of educating the public in the 
importance of making wills and keeping 
them up to date and in the advantages 
offered by the trust institutions over the 
individual executor and trustee. 


Treadmill or Stairway 


Speaking in Indianapolis, Mr. Steph- 
enson likened a bank or trust company 
to a treadmill or stairway for the em- 
ployees. 

“The question that has intrigued me 
all these years,” Mr. Stephenson said, 
“is why the difference? Why is it that 
the same bank or trust company is for 
one person a stairway of opportunity 
and for another a treadmill of drud- 
gery?” 

Training, talent, personality or 
schooling does not appear to be the an- 
swer. Men and women have surpassed 
co-workers who, on outward appear- 
ances, have the advantages. 

The answer, he declared, seems to be 
in: 

1. Mastery of the immediate job. 

(a) Accuracy 
(b) Attention to detail 

2. A general understanding of the 
work of the department. 

(a) The danger of overspecializa- 
tion. 

3. Initiative. 

(a) Disposition and ability 

(b) Not self-selling 

(c) Lame excuses 

(d) Performing not necessarily in 
line of duty or scope of em- 
ployment. 

4. Responsibility. 

(a) Sense of and willingness to 
assume 

(b) Necessity of assuming respon- 
sibility. 

5. Imagination. 
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Mr. Stephenson explained that during 
his twenty-years as an officer in trust 
departments he had an intense interest 
in personnel and his discussion of the 
foregoing outline was gained from his 
own observation and experience. 


Your Trust Institution 


Speaking at Evansville, Indiana, to not 
only bankers and trust men but to the 
general public, Mr. Stephenson devoted 
his remarks primarily to the general 
responsibility a trust institution as- 
sumes. 

He referred to his speech as “Your 
Trust Institution” because his audience 
was composed of officers, directors, em- 
ployees, or the institution was at least, 
“one of the vehicles of service to your 
day and generation.” 

Stating that perhaps too much em- 
phasis had been placed at times on the 
responsibilities and liabilities of officers 
and directors of banks and trust com- 
panies, Mr. Stephenson said the result, 
“as might have been expected, has been 
that many officers and directors have be- 
come responsibility-conscious and liabil- 
ity-shy.” Consequently when problems 
arise the question is, What is our pos- 
sible liability?, not, What is our duty?, 
or How can we best serve our trust custo- 
mers and beneficiaries? 

More emphasis should be placed on the 
opportunities for service offered men by 
their positions as officers and directors. 

“If I were in charge of the new busi- 
ness department of a bank or trust com- 
pany, I should solicit trust business,” he 
said, “in the following order: the trust 
officers; the employees in the trust de- 
partment; the officers in the other de- 
partments; the employees in the other 
departments; the directors; the stock- 
holders; the customers of the trust de- 
partment for additional trust business; 
customers of other departments of the 
bank, and finally the general public. 

“For a trust institution to have the 
trust business of its own officers and em- 
ployees, even though the estates are small 
and the accounts unprofitable is highly 
desirable for at least two reasons. First, 
the officer or employee in working out 
the terms of his own will or trust agree- 
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ment, learns more about the nature of 
trust business and the value of trust ser- 
vice than he would learn from any 
amount of reading of books or listening 
to lectures. Second, the best advertise- 
ment of a trust institution is the patron- 
age of those who know it best—its own 
officers and employees.” 


Mr. Stephenson devoted a goodly part 
of his address to encouraging directors 
to take an interest and active part in the 
trust department. 


Investment Data From Corre- 
spondents 


The out-of-town banker can be an inval- 
uable and important source of investment 
information for his city correspondent. He 
is the best source for information regarding 
local municipal issues, which one may find 
in estates in the personal trust division or 
in a customer’s list. The interpretation by 
the out-of-town correspondent of state tax 
legislation as it applies to securities is a 
worthwhile check on the large city banker’s 
reaction. 

No one is a better source of information 
than the local banker when it comes to the 
value of a local real estate bond issue or 
mortgage loan. I have checked with very 
small country banks in the South and South- 
west as to the outlook in their communities 
for the year’s cotton crop and the informa- 
tion secured, when applied to the country’s 
cotton area at large, has worked out very 
well. Such material can then be translated 
to the granger rails, cotton movers, etc. 


Time and again I have found the banker 
in the small industrial city had sensed a 
rise or fall in money rates sooner than we 
in the big cities because of the particular 
conditions in his town. These conditions 
proved to be a better yardstick for the coun- 
try at large than the big city banks’ money 
and credit movements. 

In the big cities there is a tendency to- 
ward mass thinking on politics and political 
moves and on such questions the views of 
bankers in the outlying country districts 
are always refreshing and independent. Out- 
of-town banks have also been helpful in 
locating markets for little known stocks and 
bonds of companies located in their area. 


From address by Adolph Suehsdorf, 
Jr., A. V. P., Bank of the Manhattan Co., 
New York, before Eastern Regional Con- 
ference, A. B. A., March 1939. 





A New Kind of Statement 


Conservation of Civic, Human and Financial Values 


GILBERT T. STEPHENSON 
Director, Trust Research, Graduate School of Banking, American Bankers Association 


Y far the greatest contribution your 

trust institutions are making to the 
economic wealth of your community is 
through the conservation of the wealth 
of their customers who are your citi- 
zens. 

By conservation of wealth is meant a 
great deal more than the mere physical 
safekeeping of property. It means also 
the preservation of the value of prop- 
erty and its adaptation to useful pur- 
poses. 

The year-end financial statements of 
trust institutions show their resources 
stated in terms of government securi- 
ties, cash, loans and discounts, other 
stocks and bonds, banking house, fur- 
niture and fixtures, other real estate, 
and miscellaneous assets. The aggre- 
gate resources of trust institutions 
would be impressive. 

But there is another sort of state- 
ment of your trust institutions which, 
if made up and published, would be a 
great deal more impressive than the 
dollar-figures of your combined finan- 
cial statement. Suppose the trust in- 
stitutions of your community were to 
make up and publish a combined state- 
ment showing for the course of last 
year: 


1. The number of children for whom 
they (a) found a home, (b) select- 
ed a school, (c) arranged a vaca- 
tion, (d) found employment, (e) 
provided medical or surgical at- 
tention, and (f) rendered other 
personal services; 

. The number of children whom they 
advised as to (a) living expenses, 
(b) education, (c) vocation, (d) 
personal problems, and (e) finan- 
cial problems. 

. The number of widows whose af- 
fairs they handled in trust and for 
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whom they (a) provided home and 
(b) living expenses and (c) ad- 
vised on domestic, financial, dis- 
ciplinary, and educational prob- 
lems. 

. The number of physically or men- 
tally incapacitated people for 
whom they provided the necessi- 
ties and comforts of life. 

. The number of specially gifted 
people whom they relieved of the 
burdens of property management. 

. The number of aged and infirm 
people for whom they provided 
necessities and comforts of life. 

. The number of charitable, educa- 
tional, and other public institu- 
tions whose funds they handled, 
together with some estimate of the 
number of persons served by these 
institutions. 

Such a statement would do far more 
than financial statements to show the 
real, lasting values of your trust insti- 
tutions to your community. 


HEIR contributions to the personal 

welfare of your citizens as indivi- 
duals may be grouped under three 
heads. First, they are helping to pre- 
serve the family life of your people; 
second, they are contributing to the cul- 
tural, social, moral, and spiritual (not 
to mention the economic) life of your 
children; and third, they are relieving 
and releasing specially gifted people. 
who ought so to be relieved and re- 
leased, from the burdens of property 
management. 

Their influence in family life does not 
stop with helping your people to keep 
a roof over the heads of the members 
of the family. They are advising your 
people how to provide to meet the living 
expenses of the family. Shall my estate 
be held intact and all the income be 
made available to my widow as suc- 
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ceeding head of my family? Shall I 
give my trustee power to encroach upon 
principal to meet special needs or emer- 
gencies in the life of my family? What 
provision can be made for my older chil- 
dren who grow up, marry, and leave the 
family home, without upsetting the 
home life of my younger children? 


As guardian and trustee your insti- 
tutions are advising their wards and 
beneficiaries upon schools, employment, 
choice of vocation and other things that 
go far and deep into their life and life- 
work. Many a youth of your commun- 
ity, one or both of whose parents are 
dead, has no member of his family, near 
kinsman or close friend of mature years 
with whom he may talk freely on his 
many and varied life problems. He 
turns to the trustee handling his estate 
and, let us hope, finds a humane, sym- 
pathetic, tactful, understanding trust 
man with whom he feels free to discuss 
his personal as well as his business 
problems. 


By relieving and releasing them from 
the burdens of property management, 
your trust institutions are contributing 
immeasurably to the personal welfare 
and professional efficiency of those of 
your citizens who are engaged primar- 
ily in the cultural, social, and spiritual 
pursuits of life. 


How individually pathetic and social- 
ly wasteful it is to keep Pegasus hitched 
to a plow. Trust institutions are free- 
ing such men and women to devote 
themselves single-mindedly and whole- 
heartedly to their chosen careers— 
music, art, literature, medicine, law, re- 
search, social service or the ministry. 

To be sure, the conservation of the 
estates of these men and women is add- 
ing considerably to the economic wealth 
of your community. But what will be 
infinitely more important to your com- 
munity in the long run, your trust insti- 
tutions are releasing the tethered talent 
and latent genius of these specially 
gifted persons from financial cares and 
responsibilities to make their contribu- 
tions to the literary, cultural, social and 
spiritual treasures of civilization for the 
enrichment and edification not of this 
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generation alone but of all succeeding 
generations as well. 


Public-spirited communities have 
great charitable and educational insti- 
tutions, the endowments of some of 
which mount into the millions of dol- 
lars. The proper investment manage- 
ment of these endowments is a her- 
culean task. Your trust institutions, 
as custodian or agent or trustee, are 
contributing in varying degrees, accord- 
ing to the extent of their authority, to 
the management of these funds, not only 
to conserve immediate endowments but 
to offer an incentive to other public- 
spirited citizens to add to these endow- 
ments or to create new ones. 


Perhaps the greatest development of 
trust business during the years that lie 
immediately ahead will be the handling 
of the capital funds of endowed institu- 
tions. 


———-—0 


Home Mortgages Increasing 


The volume of funds invested in home 
mortgages over the nation increased in 
1938 over the previous year for the first 
time since property values started their 
toboggan slide in 1929 and 1930, the 
Federal Home Loan Bank Board has re- 
vealed. 


This increase, from $17,300,000,000 in 
1937 to $17,600,000,000 in 1938, marks 
an encouraging turning point in one 
phase of the nation’s economic life, the 
Board pointed out. 





WASHINGTON 
LETTER 


Trends In The 
Trust Field 


Washington, D. C. 
April, 1939. 


The Reformation Goes On. 


OSSIBLY it can be truthfully said 

that there is a slight shift in the 
economic compass which politics has set 
up here. But insofar as the program of 
reform is concerned, especially as it ap- 
plies to trust officers, or in allied fields 
of banking and life insurance, there 
seems to be no cessation. The Securities 
and Exchange Commission, which, meta- 
phorically speaking, carries the banner 
of economic reform, remains most insis- 
tent that it have a hand in the trust 
indenture field. Further, that insurance 
companies comply with suggestions on a 
new program of valuation of assets. In 
the future planning, this agency is also 
interesting itself in control over receiv- 
ership fees and the establishment of 
rules in auditing. 

Trust officers of banks are hearing 
more and more about reorganization. 
Plans are afoot which, if successful, will 
have repercussions in trust departments. 
Some of these plans may be welcomed. 
Any consolidation of bank supervision 
by Federal agencies is likely to remove 
some overlapping authority. Theoret- 
ically, this sounds hopeful. There seems 
to be a fear, however, that concentra- 
tion of authority in a single agency will 
result in a greater degree of bureau- 
cracy, hence, perhaps, less acceptable to 
banking processes. 


The Securities and Exchange Commis- 
sion, having launched a study on the in- 
vestment policies of life insurance com- 
panies, is now revealing the trend of its 
collective thinking. Ernest J. Howe, 
chief financial adviser of the insurance 
section of the SEC, commented on the 
fact that life insurance executives “fre- 
quently characterized the assets of their 
companies as trust funds.” Mr. Howe 
admits that this is largely true since 
more and more emphasis has been placed 
on safekeeping of savings through an- 
nuities and other forms of insurance. He 
comments that assets have increased to 
nearly seven times more than the in- 
crease of total insurance in force, since 
1931. 


The Valuation Mix-Up 


sion is disturbed over lack of agree- 
ment on valuation standards for trust 


i is very apparent that the Commis- 


funds, of investment policies, of the 
banking aspects of the life insurance 
business. Examining the various reports 
in respect to appraising assets, the SEC 
points out that no definite uniform policy 
is being followed. Mr. Howe clearly in- 
dicates that such standards for all trust 
funds should be set up. 

“It is time to stop playing Blind Man’s 
Buff with value,” an official of the SEC 
said, and “reduce unrealistic valuation 
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which appears to exist, so that they may 
put themselves in the best possible posi- 
tion to face the adjustments which will 
become necessary either in the event of 
a higher level of interest rates or in 
the event of the occurrence of another 
prolonged depression.” 


Rules and standards having particular 
applicability to auditing are, in the last 
analysis, a part of the foregoing long 
range program, although the SEC has 
encountered difficulties in seeking to ap- 
praise bookkeeping methods in a number 
of cases. which it has had reason to in- 
vestigate. 


In any discussion of the Securities and 
Exchange Commission relating to trust 
funds, indentures, and banking, it may 
well be borne in mind that this new sup- 
ervisory agency is a definite part of Fed- 
eral banking control. This was partic- 
ularly emphasized in the questioning of 
the Federal justices sitting as the court 
of appeals in the injunction requested 
by the Bank of America N. T. & S. A., 
against public use of the examination 
records of the Comptroller’s Office by the 
SEC. 


Listening to the oral arguments pre- 
sented, one of the justices pressed Ches- 
ter T. Lane, chief counsel of the SEC, 
if one of the principal differences in the 
whole matter didn’t come down to differ- 
ence in appraising assets. That is, 
the SEC would appraise by one standard 
and the national bank examiners by an- 
other. Mr. Lane admitted that this dif- 
ference existed. Since it is known that 
appraising of real estate holdings by this 
western bank and trust company is one 
of the points at issue, SEC appraisal be- 
comes important as a factor for the fu- 
ture if present trends continue. 


Who Will Supervise Trust Depart- 
ments? 


ITH the authority of the President 

now clearly outlined in the recent 
enactment of the reorganization act, 
having particular application to at least 
one banking agency—the Office of Comp- 
troller of the Currency—national bank- 
ers are concerned as to their future sup- 
ervisors. In addition such bills as the 
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Brown and Smathers’ measures would 
vitally affect trust departments in na- 
tional banks. 

Examination powers held by the Comp- 
troller of the Currency are coveted by 
both the Federal Deposit Insurance Corp- 
oration and the Federal Reserve Board. 
At the mid-month date, the FDIC ap- 
pears to have considerable support in 
Congress in its bid to “take over” the 
Comptroller’s powers, either as a semi- 
independent unit within the Insurance 
Corporation or by outright consolidation. 

The FDIC has interested itself in mak- 
ing a survey of trust departments of in- 
sured banks. The survey is admittedly 
inadequate and, for that reason, has not 
been made public. Inadequacy of in- 
formation on the large number of in- 
sured trust funds is said to be due to 
lack of uniform standards in the vari- 
ous states. It is now being said that if 
the FDIC could “take over” the Comp- 
troller’s Office under some such broad 
authority as given under the pending bill 
of Senator Prentiss Brown, it would then 
be possible to secure adequate figures on 
all trust departments of insured banks. 
The Brown bill calls for further coordin- 
ation of examination through state sup- 
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ervisors in a way that would be expected 
to aid such a program. 


Corporate Trust Bills Modified 


F greatest interest to all trust of- 

ficials have been the hearings held 
on the Barkley and Cole Trust Indenture 
Bills. Since the last issue of Trusts and 
Estates appeared, the original Barkley 
bill has been revised. In addition, a bill 
has been entered by Representative Cole, 
(Maryland) which was introduced, and 
promptly referred to the House Commit- 
tee on Interstate and Foreign Commerce. 
The Barkley bill as amended, and the 
Cole bill, are now practically identical. 
In other words the Cole measure repre- 
sented a rewriting, in the light of con- 
siderable criticism, of the first Barkley 
bill which, in turn, was amended to con- 
form. 

In a statement which may be taken 
as representing the views.of the Secur- 
ities and Exchange Commission, Repre- 
sentative Cole declared that “the new 
bill . . . meets the criticisms of method 
which were developed at hearings on the 
Senate bill.” He said that the objec- 
tives were to “raise the standards of 
corporate trust practice to the high level 
now observed by the more conscientious 
trust institutions and the improvement 
of the non-business features of trust in- 
dentures relating to the protection and 
enforcement of the rights of the bond- 
holders.” 

The Barkley-Cole bills which, at this 
time, seem assured of smooth sailing, 
have been changed in five major features 
over the original bill offered last year. 
In brief, these are: 

(1) All requirements have been con- 
verted into specific statutory require- 
ments, with the exception of provisions 
relating to specific duties to be imposed 
upon the trustee prior to default and re- 
lated matters. 

(2) Application, in general, is only to 
indentures which are now required to be 
filed and examined under the Securities 
Act of 1933. A single combined state- 
ment will cover the reporting require- 
ments. 

(3) The exemption limit has been in- 
creased from $250,000 to $1,000,000. 
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(4) Provisions relating to the periodic 
reports by the trustee and the duties of 
the trustee after default have been clar- 
ified. 

(5) The SEC’s refusal orders will be 
reviewable by the courts. 

These changes were the result of 
sharp criticisms by a number of trust 
officials representing Chicago and New 
York banks and from the Federal Re- 
serve Board and members of the Senate 
Banking and Currency Committee, espec- 
ially Senator Taft of Ohio. R. G. Page, 
of Bankers Trust Co., N. Y., chairman 
of the committee on mortgage trustee- 
ships of the trust division of the Amer- 
ican Bankers Association, declared that 
the changed measure meets a number of 
the criticisms, that it is “workable,” and 
while questioning a number of features, 
indicated that organized banking “does 
not oppose its passage.” At the same 
time, he added that the committee of 
which he is chairman “was not willing 
to recommend all” of the changes. 


Attitude of Bureaus Differs 


The official reactions of the Comptrol- 
ler of the Currency, of the Federal De- 
posit Insurance Corporation, of the Fed- 
eral Reserve Board, differed materially. 
The Comptroller’s legal division, now a 
part of the Treasury Department, did 
not file a separate report, but advisers of 
the Comptroller are known to have raised 
some questions on the scope of the bill. 
The FDIC endorsed the bills and the Re- 
serve Board was critical. 

Chairman Leo Crowley praised the 
purposes of the bills, declaring it “en- 
tirely equitable and reasonable that banks 
engaged in such business should accept 
the duties” imposed under the measures. 
On the question of duplication of report- 
ing required of trust departments of 
banks, that is, separate reports to the 
FDIC and the SEC, he saw no especial 
conflict. 

On the other hand, the Federal Re- 
serve Board asked both committees to 
“postpone until further study” the whole 
subject. In addition, “the Board wishes 
to raise the question whether the bill 
would not be made less of a deterrent to 
capital financing and at the same time 
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be improved materially from the stand- 
point of its effects upon the issuance and 
servicing of trust indentures by writing 
into the law itself in simpler terms the 
standards of conduct which ought to be 
observed by every corporate trustee and 
by eliminating any administrative pro- 
cedure which is not already necessary in 
connection with applications for registra- 
tion under the securities act.” 


The Reserve Board emphasized the 
matter of duplication for trust depart- 
ments of banks and suggested an amend- 
ment. The Board remarked that the 
present bills “might unintentionally add 
further to this state of confusion, in 
the course of time, if not now clarified 
by a positive statement in the bill.” The 
phrase, “this state of confusion,” refer- 
red to the duplication of banking and 
monetary laws and regulations of which 
the Board has complained, particularly 
in its annual report, and more recently 
in a public letter to the chairmen of the 
banking and currency committees. 


Trust Executives Register Objections 
The sharpest objections presented be- 


fore the House Interstate Commerce sub- 
committee came from trust officials in 
the Far West, Mid West and Pittsburgh 
banks as well as from scattered cities 
elsewhere. Specific objections were 
voiced by W. E. Anderson, of the Central 
Trust Co., Cincinnati; John J. Sullivan 
of International Trust Co., Denver, who 
said that he spoke for many small in- 
stitutions; Colis Mitchum, San Fran- 
cisco, who praised trust practices on the 
Pacific Coast, mentioning by name the 
American Trust Co., Bank of California, 
Security-First National and the Wells 
Fargo Bank & Union Trust Co. 


Mr. Anderson’s formal statement was 
given in the name of his own institution, 
and also the First National Bank, Fifth 
Third Union Trust Co., Lincoln National 
Bank, Second National Bank, Atlas Na- 
tional Bank, Western Bank & Trust Co., 
Southern Ohio Savings Bank & Trust 
Co., Provident Savings Bank & Trust Co., 
and Cincinnati Bank & Trust Co. “We 
are unanimously of the opinion that the 
passage of the bill will be detrimental 
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to the trust business, to business in gen- 
eral, and to the security holding public 
as well, and so we and our institutions 
are unanimously opposed to its passage.” 

The emphasis of this group and others 
was based on the fear of added difficulty, 
delay and expense involved in qualifying 
trust indentures. Also, that the bill 
would tend to drive business to New 
York. Other objections by trust officials, 
notably representing Cleveland and 
Chicago institutions, pointed to SEC 
control over indenture writing, “thus 
taking out of the hands of the real par- 
ties to the transaction the privilege of 
making their own contract.” 

John K. Starkweather, chairman of the 
Federal legislation committee of the In- 
vestment Bankers Association, described 
the amendment exempting issues up to 
$1,000,000 as a “delusion,” pointing out 
that for a growing and developing busi- 
ness a first $750,000 would be all right 
but when an additional $500,000 was 
needed, the excess over the limit would 
entail exorbitant expenses. 

On the other hand, Fred N. Oliver, 
general counsel of the National Associa- 
tion of Mutual Savings Banks, declared 
that “there is a need for a bill of this 
general character.” He added, however, 
that the bill should “not be made so bur- 
densome as to prevent a responsible trus- 
tee from acting.” G. S. Canright, on be- 
half of the Continental Illinois National 
Bank and Trust Co., Chicago, presented 
a constructive and detailed criticism of 
the measures, concluding that: “this bill 
may do some good, the harm that may be 
done by its passage is incalculable.” 





Open HKorum 


A Clearing House of Fiduciary Views and Comments 


Readers of Trusts and Estates are invited to express opinions, sug- 
gestions and inquiries on matters of interest to fiduciaries, for presentation 


and discussion in this department. 


Investment Trust Shares As Trust Investments* 


HE most frequent objection raised 

against the purchase of investment 
trust shares by fiduciaries concerns the 
delegation of investment responsibility. 
It appears obvious to me, and has been 
well affirmed by law, that a trustee can- 
not delegate his management responsi- 
bility of a trust portfolio. But is a trus- 
tee delegating his authority and respon- 
sibility when he invests in investment 
trust shares where the investment trust 
management is paid for duties of select- 
ing and supervising the portfolio of this 
specific investment vehicle? 


It seems to me that this resolves itself 
into a question of what proportionate 
part of a private trust’s assets the trus- 
tee plans to place in investment trust 
shares. If he invests all the assets of 
his trust fund in shares of an invest- 
ment trust, or even of a number of dif- 
ferent investment trusts, he can hardly 
be said to have retained the management 
responsibility which he has specifically 
accepted, except possibly the task of se- 
lecting originally the particular invest- 
ment trust or trusts. Again, if a trus- 
tee places a majority of his trust assets 
in investment trust shares, it certainly 
is, or is rapidly approaching, an improper 
delegation of trustee responsibility. 


Comparisons with Corporate Manage- 
ment 


HE single investment theory is, of 

course, the opposite policy to buying 

*This article has reference, of course, 
only to those cases where the trustees, 
corporate or private, are not limited by 
the terms of a trust indenture to an in- 
vestment legal list as prescribed by state 
law. 


investment trust shares mainly for the 
purpose of getting the other fellow to do 
your job for you. I cannot see anything 
improper, and there appear to be definite 
practical advantages, in a trustee placing 
a minor proportion of his trust assets in 
investment trust shares on the single 
investment theory; that is, that he is 
considering the merits and function of 
such shares in relation to his own trust 
portfolio as a single investment. 


If a trustee buys stock, for easy 
example let us say of General Motors, 
it is certainly proper to leave the run- 
ning of General Motors to Mr. Sloan and 
his associates. The trustee is not per- 
turbed because General Motors as a corp- 
oration pays Mr. Sloan an adequate re- 
muneration for his business and admin- 
istrative efforts. As an operating ex- 
pense, management costs certainly affect 
the net income which may be available 
and distributed to the shareholder. No 
one suggests that the average trustee 
should assume the responsibility of run- 
ning General Motors because he makes 
an investment in the Company. 


If the trustee buys a bond, even if 
secured by a first mortgage, the trustee 
is still interested in having the property 
on which the mortgage is based efficient- 
ly managed so that income will be pro- 
duced for interest payments and ultimate 
payment of principal. Wherein does the 
question arise as to propriety of the trus- 
tee delegating, directly or indirectly, the 
responsibility of managing the property 
on which the bond is secured? No ques- 
tion of impropriety arises because the 
trustee has purchased the bond as a 
single investment after, we hope, care- 
ful examination of the ability of the 
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management and nature of the business 
back of the bond. 


Fundamentally it makes no difference 
whether the management involved in a 
situation on which a single investment 
is based is concerned with the production 
of automobiles, running a railroad, the 
administration of a municipality, or 
whether the management is concerned 
with the supervision, selection and 
change of securities in an investment 
trust portfolio. Both represent business 
management and are an absolutely ne- 
cessary factor in the case of any fiduciary 
investment. 


Kindred Philosophy on Investment 


RUE, the investment philosophy of 

some investment trust managements 
has been far afield from that which could 
be subscribed to when a fiduciary rela- 
tionship is involved. But there are in- 
vestment trusts--and investment trusts-- 
and the investment philosophy of the 
various managements is now becoming 
much more sharply defined. 


A cardinal consideration of any corp- 
orate or private trusiee is the income 
factor, its rate, and its likely stability. 
Most investment trusts, heretofore, have 
strayed far away from placing proper 
emphasis on income in a wild scramble 
to hang up comparative records based on 
appreciation of principal. 


Now that some investment trusts are 
recognizing the propriety of placing em- 
phasis on the income factor and its stabil- 
ity and giving evidence of this fact 
through the arrangement of their port- 
folios, including a generous proportion 
of bonds and preferred stocks as well as 
common shares, the corporate and pri- 
vate trustee is well justified in consider- 
ing their shares as an appropriate and 
sound single investment. 


A major raison d’etre for investment 
trusts is that through diversification the 
management can, and should, take more 
of a “business” or investment risk both 
as to principal and as to income than 
would in any way be appropriate in a 
Single investment undertaking. A loss 
or income reduction on any one security 
in an investment trust portfolio will rep- 
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James H. Conroy of Manufacturers 
Trust is Dead 


James H. Conroy, executive vice-presi- 
dent of the Manufacturers’ Trust Com- 
pany, died recently. He was sixty-eight 
years old. 

Mr. Conroy began his banking career 
at the Brooklyn Bank as a junior clerk 
at the age of fourteen. In 1905 he re- 
signed to join the newly organized Citi- 
zens’ Trust Company, of Brooklyn, which 
in 1914 became known as the Manufac- 
turers Trust Company. 

When the latter expanded again in 
1919, Mr. Conroy became a vice-presi- 
dent and in 1928 he was appointed the 
company’s executive vice-president. He 
had been a member of the bank’s board 
of directors since 1907. 





State Legislation Affecting Fiduciaries 
Outline of Some Pending and Recently Enacted Measures 


Arizona 


Act 313: providing for the right of 
courtesy in estate of deceased wife. 
Enacted. 


Arkansas 


Act 313: providing for right of cour- 
tesy in estate of deceased wife. Enacted. 

Act 192: regulating investment of 
guardianship funds. Enacted. 

Act 343: relating to investment of fidu- 
ciary funds in building and loan securi- 
ties and accounts. Enacted. 


Colorado 


H. B. 894: amending conditions under 
which executor, administrator, guardian 
or conservator may lease real estate 
forming part of assets of estate. Enacted. 

H. B. 331: permitting deposit of trust 
funds in bank insured by F.D.I.C. up to 
amount of insurance, providing interest 
is paid. Enacted. 


Connecticut 


H. B. 480: Uniform Principal and In- 
come Act as adopted by National Con- 
ference of Commissioners on Uniform 
State Laws. Pending. 

H. B. 485; Principal and Income Act 
as modified by Trust Division, Connec- 
ticut Bankers Assn. Pending. 

H. B. 558: Uniform Common Trust 
Act as adopted by National Conference. 

H. B. 510: Common Trust Fund Act 
as modified by Trust Division. Pending. 

S. B. 186: Broadening investment 
powers of trustees. Favorable committee 
report. 

Georgia 


Uniform Stock Transfer Act. Enacted. 

H. B. 5 and 1: Legal list broadened 
to include bonds issued by Georgia School 
Districts and State Hospital Authority, 
respectively. Enacted. 

Taxable situs of property held by trus- 
tee changed from residence of trustee to 


residence of settlor under both living and 
testamentary trusts. Enacted. 


Idaho 


Ch. 97: dispensing with requirement 
of bond before bank or trust company 
can act as executor or administrator, 
unless will requires bond. Enacted. 

Ch. 232: permitting investment in 
bonds of Housing Authority. Enacted. 


Indiana 


S. B. 188: providing for tax on inher- 
itances, bequests, legacies, gifts and 
transfers of certain property. Enacted. 

H. B. 426: exempting from inherit- 
ance tax testamentary gifts to corpora- 
tions for religious, charitable and educa- 
tional purposes, if more than a nominal 
part is used in state. Enacted. 

Ch. 125: requiring additional bond 
from executor or administrator before 
real estate can be sold. Enacted. 

Ch. 142: providing for cemetery trusts. 
Enacted. 

Ch. 160: eliminating five-year limita- 
tion for mortgage on real estate held in 
guardianship estate. Enacted. 

Ch. 102: enabling fiduciary to peti- 
tion court for leave to invest in property 
other than that set forth in the estate, 
and removing limitation on percentage 
of fund to be invested in any one se- 
curity where instrument, beneficiaries or 
court permit larger proportion. Enacted. 


Iowa 


S. B. 42: permitting administrator, 
trustee or executor, upon application ap- 
proved by court, to mortgage or encum- 
ber personal property of estate. Enacted. 


Maine 


H. B. 1756: providing for confirmation 
of appointment as trustee and filing ac- 
counts at least once in every three years. 
Enacted. 
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Missouri 


H. B. 117 and 391: reducing compen- 
sation of executors and administrators. 
Pending. 

H. B. 52: permitting other fiduciaries 
as well as trustees to invest in stock or 
savings accounts in federal or state 
building and loan associations which are 
members of the Federal Home Loan 
Bank and insured by Federal Savings 
and Loan Insurance Corp. Pending. 

H. B. 565: prohibiting trust company 
from investing any funds held in fidu- 
ciary capacity in its own capital stock. 
Pending. 


Nevada 


S. B. 68: Spendthrift Trust Statute. 
Enacted. 

A. B. 8: permitting fiduciaries to in- 
vest in obligations issued pursuant to 
National Housing Act. Enacted. 

S. B. 124: permitting investment in 
shares of building and loan associations. 


New Mexico 


S. B. 151: amending requirements for 
mortgages on real estate. Enacted. 


New York 


A. B. 1695: permitting corporate fidu- 
ciaries to hold estate stocks and register- 
ed bonds in the name of a nominee, con- 
sent of beneficiaries or legatees not be- 


ing necessary. Consent of co-fiduciary 
required, however. Bank to be absolute- 
ly liable in event of any loss occasioned 
by acts of nominee. Pending. 

A. B. 1678: making certain refunding 
bonds of the Port of New York Author- 
ity legal investments for fiduciaries. To 
Governor. 

S. B. 1516: relating to investment of 
trust funds. To Assembly. 

A. B. 1802: providing that national 
bank is entitled to return of securities 
deposited with State Superintendent of 
Banking upon delivery of certificate from 
Federal Reserve Board showing such 
bank is no longer empowered to act as 
a fiduciary. Enacted. 


North Carolina 


Uniform Common Trust Fund Act, 
effective July 1, 1939. To Governor. 


North Dakota 


S. B. 193: permitting closing of estates 
without payment of real property taxes. 
Enacted. 

H. B. 210: permitting investment in 
shares of building and loan associations. 
Enacted. 

H. B. 291: permitting investment in 
revenue bonds issued by Water Conserva- 
tion Commission. Enacted. 


Oregon 


S. B. 487: permitting creation of com- 
mon trust funds. Failed. 

H. B. 146 et al: eliminating authority 
of banks and trust companies to act as 
administrators and executors under their 
charter. Died in committee. 

Ch. 283: permitting deposit of trust 
funds in savings accounts insured by 
F.D.1.C. Enacted. 


Tennessee 


H. B. 837: imposing a gift tax. 
acted. 

H. B. 832: amending certain portions 
of the Inheritance Tax Act. Enacted. 


En- 
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H. B. 574: permitting investment in 
obligations ‘issued under National Hous- 
ing Act. Enacted. 

Ch. 133: permitting investment, with 
approval of court, in single premium life, 
endowment or annuity contracts. En- 
acted. 


Utah 


S. B. 45: providing for sale of real 
property by executor or administrator. 
Enacted. 

S. B. 200: Uniform Principal and In- 
come Act. Enacted. 

H. B. 77: requiring, where trust funds 
are deposited in commercial or savings 
department of trust company, security 
be received for amount in excess of sum 
insured by F.D.I.C. Enacted. 


Washington 


S. B. 223: permitting trust institutions 
to invest trust funds in savings ac- 
counts in banking institutions to extent 
of insurance by F. D. I. C. Authorizes 


investment in other securities, except 
corporate stocks, upon written approval 
of Supervisor of Banking. Enacted. 


Ch. 23 and 98: permitting investment 
in bonds issued by Housing Authorities 
and in shares of building and loan asso- 
ciations, respectively. Enacted. 

West Virginia 

H. B. 130: relating to fiduciary invest- 
ments: permits loans upon real estate 
not to exceed 80% of assessed value, or 
50% of appraised value, whichever be 
greater; savings deposits in any bank 
to extent insured and shares of Federal 
or State Building and Loan Assns. to ex- 
tent insured by Federal Savings & Loan 
Insurance Corp.; allows retention of in- 
vestments originally received, unless 
otherwise provided in will, without lia- 
bility for depreciation. To Governor. 

H. B. 272: relating to inheritance tax- 
ation of insurance policies, annuities and 
annuity contracts. To Governor. 


New Probate Code for Illinois 


After several years study and prepara- 
tion by the Committee on Revision of the 
Probate Statutes, Illinois State Bar Assn., 
draft of a Probate Code has been submitted 
to the legislature this month. If the Act 
is passed, William M. James, chairman of 
the committee, will prepare an article es- 
pecially for Trusts and Estates outlining 
the major changes and reasons therefor. 


|) 
To Study Revision in Probate Laws 


As a result of a series of trust confer- 
ences held late last month in Texarkana and 
Little Rock, Ark., the Arkansas Bankers As- 
sociation has been appointed to seek the co- 
operation of the State Bar Association in 
preparing a revised draft of the probate 
laws for introduction in the next legislature. 

The members of the committee are: J. H. 
Bowen, vice president and trust officer, Un- 
ion National Bank, Little Rock; James Bry- 
ant, trust officer, State National Bank, 
Texarkana; Roy E. Smith, First National 
Bank, El Dorado; W. H. Johnson, president 
and trust officer, Merchants National Bank, 
Fort Smith, and Charles A. Gordon, cash- 
ier and trust officer, Simmons National 
Bank, Pine Bluff. 





Ratios for Bond Analyses 


NEW series of pertinent statistical 
A ratios for determining the quality 
of bonds is being prepared by the Bond 
Portfolio Committee of the New York 
State Bankers Association in collabora- 
tion with Standard Statistics Company. 
Ratios will be worked out for different 
industries and will provide concrete yard- 
sticks against which trust men will be 
able to measure the quality of their hold- 
ings or purchases. They should not, 
however, be regarded as providing a 
completely inflexible formula, but are 
being put forward as a general guide in 
formulating a ‘sound investment :pro- 
gram. 

Ratios thus far worked out are those 
for application to the reports of an oil 


company, and of a steam operated utility, 
where at least 75% of the revenue is de- 
rived from electricity. These were ex- 
plained at a meeting held on March 20th 
for members of the State Association in 
the Federal Reserve Bank of New York. 


The ratios worked out for steam elec- 
tric utilities exemplify the basis and ap- 
plication of these ratios, were explained 
by J. E. Morris, assistant vice president 
of the City Bank Farmers Trust Co., who 
used the reports of the Brooklyn Edison 
Co. as an illustration. 


It is emphasized that the yardstick 
provided by the suggested ratios should 
not take the place of competent bond 
analysis, but that they or similar stan- 


RECOMMENDED RATIOS FOR BOND ANALYSES 


AS DEVELOPED BY THE COMMITTEE ON BOND PORTFOLIOS OF THE NEW 
YORK STATE BANKERS ASSOCIATION 


Suggested Ratios for Operating Electric Utility Bonds 


—_————— Arranged insofar as possible in order of importance— 
Net Deprec. & +Inc. before Net 
Funded Property Mainten. Charges to Operating 
Fixed Debt to Oper- to Oper- Par Value Income 
Charge to Net ating ating of Funded to Net 
Coverage Property Revenues Revenues Debt Property Revenues 
*2% Less Less 15% 12% Around 19% 
times than than or or 1% or 
or more 60% 


500% more more more 


Net 
Income 


Operating 


Reported Results of Brooklyn Edison Co. 


1988) | RD 32.3% 395% $9.9% 20.0% 6.3% 20.6% 

(Figures for 1930 to 1937 deleted by editor) 

9 6.51 27.0 390 14.0 36.2 9.7 32.2 

*Average for last six years with latest year results at least as good as average. 
§Latest six-year average of reported fixed charge coverage amounts to 4.4 times; ad- 
justed to present fixed charges it amounts to approximately 5.7 times. {Depreciation 
only; maintenance not segregated in reported operating expenses. This ratio is used 
merely to provide a measure of earnings protection eliminating the effect of coupon 
rates. {A considerably higher ratio than 7% would suggest the possibility of rate re- 
duction. : 

Suggested Conservative Ratios for Oil Company Bonds 
Arranged insofar as possible in order of importance—————————_ 


+Funded 
Cash & Funded Depr. & Depr. & 


Debt to Net 
Equiv. Debt to Depl. to Depletion Mkt. Value Income 
to Curr. Net Interest 


to Gross of Total to Gross 
Coverage Liabs. Debt Liabs. Property Charges Revenues Capital Revenues 
Ratios *6 300% 150% 100% Less 500% 10% Less 8% 
times or or or than or or than or 
or more more more more 30% more more 25% more 
*Average for last six years, with latest year results not substantially below the 
average. +In computing this ratio of funded debt to total capitalization, taking the 
market value of the owners’ equity, bonds are entered at par, preferred stock at the 
lower of par or market, and common stock at market; year-end prices. 
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dards should be adopted to supplement 
this work. 

The ratio of fixed charge coverage of 
234 times or more was recommended by 
the Committee after considerable re- 
search as a minimum requirement for 
ensuring reasonable stability in the mar- 
ket price of the bond. 


Fluctuating Factors 


Referring to the ratio between funded 
debt and net property, Mr. Morris said 
that “the 40% margin does not seem too 
much in view of the widely fluctuating 
tendencies of our economic structure. In 
the case of many industries these some- 
time violent fluctuations serve tempo- 
rarily to curtail earning power but with 
the passing of the depression clouds 
they are quick to recuperate. The util- 
ities, however, may have to pay dearly 
in times of depression for improvident 
expansion in times of prosperity, due 
to their particular form of regulation.” 


Mr. Morris, speaking of the many re- 
valuations of utility property during and 
after the world war, described these so- 
called ‘write-ups’ as being for the most 
part perfectly legal, but cautioned: 
“What concerns us as investors is to 
what extent they may jeopardize fixed 
indebtedness of a utility property dur- 
ing periods of depressed prices. It is 
obvious, therefore, that we should in- 
sist on a fair margin over the mortgage 
in which we invest our funds.” 

The requirement that the ratio be- 
tween net property to operating revenue 
should be less than 500% was, he stated, 
also recommended as a protection against 
possible fluctuations in the reproduction 
cost of property, or against over-state- 
ment of property value. 


Maintenance and Depreciation 


Turning to the ratios dealing with 
maintenance and depreciation, Mr. Mor- 
ris said it was impossible to lay down 
rules with respect to it. “The national 
average for maintenance has been around 
5% of operating revenues,” he said, “and 
I suggest that this figure be accepted as 
more or less standard. This would leave 
10% of revenues as the minimum re- 
quirement recommended by your com- 
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mittee for depreciation. If we apply 
the usual standard for real property— 
2% of total property annually as a re- 
serve for depreciation—we would find 
that the resulting figure is equal to 10% 
of operating revenues for those compan- 
ies which conform to this 5-1 ratio of 
property to revenue.” Mr. Morris then 
mentioned obsolescence as an added 
factor demanding the provision of ade- 
quate depreciation and concluded that 
“an inadequate depreciation will even- 
tually result in an inflated property ac- 
count.” 

As regards the percentage of net oper- 
ating income to net property, Mr. Mor- 
ris said that it was the committee’s opin- 
ion “that earnings in excess of 7% may 
be subject to adjustment, should action 
be taken against the company.” 

As to the percentage of net income to 
operating revenues he declared that it 
should be given equal importance with 
the ratio of fixed charge coverage, and 
that “for all practical purposes it repre- 
sents the degree of efficiency in opera- 
tions and indicates whether the operat- 
ing ratio is conservative or dangerously 
high.” Continuing, he said that “with 
a margin of at least 19% you can readily 
see that interest on the debt could not be 
endangered until operating revenues de- 
clined in excess of 19%, and only then 
if the management was unable to effect 
compensating reductions in costs. This 
ratio might decline also because of in- 
creasing expenses, in which case it acts 
as a measure of the efficiency of opera- 
tions.” 


Railroad Experience 


Mr. Morris then mentioned recent 
railroad experience, with operating ex- 
penses of all roads increasing from 68 
cents per dollar of operating income in 
1901 to 81 cents in 1928 and 90 cents in 
1938, and warned that “it may well occur 
that the public utilities may some day 
face the same trend and in offering the 
suggested ratio of net income to operat- 
ing revenues of 19% your committee 
hopes that those investors not in a posi- 
tion to make a more thorough analysis 
may use this yardstick to check these 


(Continued on page 501) 





Powers of Appointment 
A Syllabus of Pertinent References 


Synopsis of discussion by WALTER L. NOSSAMAN 
at meeting of Los Angeles Bar Association, January 24, 1939 


N general, see Leach, 24 Am. Bar 

A. J. 807 67 Trust Companies 469 
(Oct. 1938); Spanner, The Federal 
Estate Tax, 17 Taxes 3 (Jan., 1939). 


Definition—Power created or reserved 
by a person having property subject to 
his disposition, to enable the donee of the 
power to designate the transferees of 
the property. Restatement, Property, 
Sec. 441. 


General and Special Powers 


(A) General Powers— Donee may 
exercise in favor of any person, includ- 
ing self. Simes, Sec. 246; 49 C. J. 1250, 
1261; see Restatement, Property, Sec. 
443; Johnstone v. Commissioner, 76 Fed. 
(2d) 65 (C. C. A. 9, 19385); Leser v. 
Burnet, 46 Fed. (2d) 756 (C. C. A. 4, 
1931). 


(B) Special—Donee may exercise only 
in favor of limited group, not including 
self. Authorities supra. 


Manner of exercise (will or deed) does 
not affect generality of power. (Whit- 
lock-Rose v. McCaughn, 21 Fed. (2d) 
164 (C. C. A. 3, 1927); Minis v. United 
States, 66 Ct. Cls. 58, certiorari denied 
278 U. S. 657). See Simes, Sec. 246. 


Suppose donee has power to appoint 
in favor of self or estate, but is other- 
wise limited. Probably general. Simes, 
supra; Restatement, Sec. 443. See Reg. 
80, Art. 24, under present Revenue Act. 

Suppose donee has power to appoint 
to anyone except self or estate. Probably 
special. Simes, supra; cf. Re Park 
(1932) 1 Ch. 580. 

For practical purposes, and to be on 
safe side, assume: 

(1) If can appoint to self or estate, 
general. 

(2) To make power special, some lim- 
itation other than prohibition against 
appointment to self or estate should be 
inserted. 


Caveat. as to form—Appointment to 
“estate” might be bad. Estate of Glass, 
164 Cal. 765 (1913). 


As to powers conditionally exercisable, 
see Simes, 246; Johnstone v. Commis- 
sioner, supra. 


Legal Consequences Dependent on 
Nature of Power 


(a) If general and exercised, appoint- 
ed property subject to claims of credit- 
ors of donee—majority rule. Notes 59 
A. L. R. 1510, 97 A. L. R. 1071; 49 C. J. * 
1276. Simes, Sec. 265; Restatement, 
Sec. 453. 


If general and not exercised, rule is 
contra; and if special, rule is contra. 
Authorities supra. 


(b) If general and in any case if exer- 
cisable for donee’s own benefit, his cred- 
itors can compel exercise through trus- 
tee in bankruptcy. 11 U.S.C.A. Sec. 110 
a (3); Restatement, Sec. 454; Simes, 
266. 


Suppose power general but exercisable 
only by will. See Simes, 265, 266; Mon- 
tague v. Silsbee, 105 N. E. 611 (Mass., 
1914); Forbes v. Snow, 140 N. E. 418 
(Mass., 1923). 


If special, creditors 
Authorities supra. 


Effect of spendthrift clause. Swaby’s 
Appeal, 14 W. N. C. 553 (Pa., 1884) cited 
59 A. L. R. 1526; Re Miller’s Trust, 169 
Atl. 362 (Pa., 1933). 

(c) If general, appointed property us- 
ually handed over to executor of donee, 
as matter of convenience. Simes, 265. 
Some cases contra, at least where no 
showing as to creditors’ claims. Boyle 
v. Smyth Co., 248 Ill., App. 57; Hirsch 
v. Bucki, 148 N. Y. S. 214 (App. Div. 
1914). 


(d) If general, period permitted un- 
der rule against perpetuities dates from 


can’t reach. 
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exercise. If special, from creation. 
Simes, Sec. 258; Gray, Rule Against Per- 
petuities, Sec. 524; Note 1 A.L.R. 374; 
Leach, 51 Harv. L.R. 638, 654. Some 
question where power is limited to exer- 
cise by will. Gray, Sec. 526—526c; Note 
101 A. L. R. 1282; 2 Simes, Sec. 538. 

(e) If general, can be released, even 
though exercisable only by will. 49 C.J. 
1258; Simes, Sec. 282; Gray, Release & 
Discharge of Powers, 24 Harv. L.R. 511; 
Restatement, Sec. 457; McFall v. Kirk- 
patrick, 86 N. E. 139 (Ill., 1908); Note 
76 A. L. R. 1430. Same is true if special, 
where unlimited power in donee to ap- 
point to self. 


Hypothetical Cases 


(1) Suppose Blackacre to A for life, 
remainder as A may appoint by will. 
A can release (General power in gross— 
donee has interest in property but not 
affected by exercise—would be power ap- 
pendant if would be affected by exercise). 
See Simes, 248, 282. 

(2) Suppose Blackacre to A for life, 
remainder to B, C and D as A may ap- 
point by will or in default or appoint- 
ment to B, C and D or their issue. Ap- 
parently can be released (Special power 
in gross which is not power in trust). 
.Simes 283; cf. Restatement, Sec. 458; 
‘says special power can’t be released un- 
less all takers in default are persons to 
whom effective appointment could then 
be made. 


(3) Suppose Blackacre in trust for A 
for life, remainder as A may appoint by 
will. A can release. Restatement, Sec. 
457 (General collateral power). 

(4) Suppose Blackacre in trust for A, 
remainder to A’s descendants as he might 
appoint by will, and in default of ap- 
pointment, to A’s children equally. Can- 
not be released. Restatement, Sec. 458; 
cf. Simes, 284 (Special collateral power, 
not in trust). Different if power pres- 
ently exercisable. Restatement, 458. 


(5) Suppose Blackacre in trust for 
A, remainder to B, C and D as A may 
appoint. Cannot be released (Special 
collateral power in trust). Simes, 281. 

On powers in trust, see 1 Bogert.on 
Trusts, Sec. 116; Simes, Sec. 247. 
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Taxation 


Federal Revenue Act taxes exercise of 
general powers. 302 (f), 1926 Act as 
amended (26 U.S.C.A. 411 (f)). Fed- 
eral Estate Tax applies where power gen- 
eral, and (a) exercised by will, or (b) 
in contemplation of death, etc. 


In default of exercise, no tax. Grin- 
nell v. Helvering, 294 U.S. 153, 79 L. Ed. 
825 (1935). See Webster v. Commis- 
sioner, 38 B. T. A. 273, and Estate of 
Morris, 38 B. T. A. 408, and Note 52 
Harv. L.R. 531 (Jan., 1939)—effect of 
election by appointee. 


Non-exclusive Powers —Illusory Ap- 
pointments:— Estate of Sloan, 7 Cal. 
App. (2d) 319; note 100 A.L.R. 343; 
Simes, Sec. 275; Restatement, 483 (donee 
may exclude unless contrary intent man- 
ifested). 


Fraudulent Exercise of Power:— 
Simes, Sec. 290; Restatement, Sec. 475 
ff; Re Carroll, 274 N. Y. 288, 8 N. E. 
(2d) 864, 115 A.L.R. 923 (19387) and 
note page 930, A. L. R.; note 51 Harv. 
ke Ee Bee 


Delegation of Powers —Creation of 
new powers, etc:—Restatement, Sec. 480, 
ff. Notes, 104 A. L. R. 1459; 13 A. L. R. 
1055; Simes, Sec. 264. On appointment 
in trust, see Re Kennedy, 279 N. Y. 255 
(1938) ; Slayton v. Fitch Home, 200 N. 
E. 357, 104 A. L. R. 669 (Mass., 1936). 


What law governs:— (a) As between 
different states. Bowditch; Sloan, supra. 
Beale on Conflicts, Secs. 285 — 288. 
(b) As between state and United States. 
Leser v. Brunet, supra (whether general 
or special). Cone v. Commissioner, 31 
B. T. A. 515 (whether exercised). 


Advantages of Powers of Appointment 


(1) Flexibility (power to adapt to 
needs of family, take care of in-laws, 
etc.) 

(2) Taxation—no new estate tax as 
long as property continues to pass under 
special powers. 

Suppose John Doe leaves estate in 
trust for wife for life, son A for life, 
remainder as A may appoint, with power 
to delegate and to appoint in trust. 
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John Doe dies, and tax is paid. A ap- 
points to his son B for life, remainder 
to B’s issue as he appoints, with power of 
delegation. B appoints to his son C, etc. 
No new tax under present estate tax law 
if all powers special. 

Suppose Federal tax law amended.— 
Effect on existing powers. See Stratton 
v. United States, 50 Fed. (2d) 48 (C. C. 
A. 1, 1931).—Provision for surrender of 
power in certain contingencies may be 
advisable. 


Summary 


1. Consider advantages of removing 
property from taxation, at least temp- 
orarily, by creating succession of inter- 
ests, legal or equitable. 

2. Avoid putting property in straight- 
jacket—allow flexibility. 

3. Always provide where property to 
go in absence of appointment. This may 
obviate tax otherwise payable where 
power is general. 

4. Consider use of special powers— 
don’t restrict too much—allow room for 
in-laws, perhaps charity. 

5. Avoid non-exclusive powers. 

6. Permit delegation and creation of 
equitable as well as legal estates—trusts 
—especially where power is special. 

7. Consider whether donee is to be 
able to release power. 

8. In exercising power, best to refer 
to it specifically. If wish not to exercise 
power in will, say so specifically. 

9. In exercising power, note rules as 
to vesting of interests, where power gen- 
eral, and where special. 

10. Make clear the succession of in- 
terests of any appointee who may prede- 
cease donee—to the surviving appointee, 
or heirs, issue, widow, etc. of deceased 
appointee. 


Banking Progress on Parade 


“Banking Progress on Parade” is the 
theme announced for the 1939 American 
Bankers Association convention to be held 
in Seattle, September 25th to 29th. 

New services, new ideas and new liberal- 
ized methods with which banks are being 
streamlined to assist and meet the needs 
of rapidly modernizing business as a whole 
will be discussed among the bankers dur- 
ing the five days’ session. 


In 
PORTLAND 


OREGON 


The 
UNITED STATES 
NATIONAL BANK 


Resources over 135 millions 


Member Federal Deposit Insurance Corporation 





Ratios for Bond Analyses 
(Continued from page 498) 
interesting phenomena. He also pointed 
out that refunding debt at a lower coupon 
would have the effect of increasing the 
19% margin after fixed charges. In or- 
der that this change might be detected 
the committee suggested consideration 
of the ratio of income before fixed 
charges to par value of funded debt, 
which was recommended at 12% or more. 
However, “If both ratios move together, 
it is an indication that the operating 
ratio is increasing or decreasing, a con- 
dition which should be examined further. 
If the 19% ratio alone changes it would 
be due to increased or decreased fixed 

charges.” 

The increase in this operating ratio 
in the case of the Brooklyn Edison Co., 
from 32.3 in 1929 to 20.6 in 1938, was 
cited, but attributed not to inefficiency 
on the part of the company but to the 
increase in taxes, which in this case are 
130% higher than in 1929. 

In conclusion, Mr. Morris declared that 
the question of rates, as far as electricity 
for domestic purposes was concerned, 
was not of vital importance to the safety 
of a utility bond, since the market for 
electricity had been found so elastic in 
recent years that rate reductions, intelli- 
gently applied, involved no loss in oper- 
ating revenues. 


Francis X. Mannix is now a member of 
the staff of the law offices of Carl O. Hoff- 
man, 30 Broad Street, New York City, and 
is collaborating on Tax, Security Registra- 
tion and Corporation Law. 
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YOUR PRIVATE PAPERS 


(Continued from page 418) 


the transaction would discourage future 
borrowing. The executor of the estate, 
however, has no alternative but to en- 
deavor to make collection, often to the 
needless embarrassment and expense of 
all concerned. 


About Debts and Insurance 


T is interesting to know what one 
owns —it is equally important to 
know what one owes. 

In addition to any mortgage encum- 
brance, the documentary copy of which 
may well be kept in safe deposit, it is 
conservative policy to keep in your file 
under “debts” copy of the last receipted 
interest or principal payments, together 
with any unfulfilled installment purchase 
contracts, open notes, etc., separate from 
any current tax or trade bills which 
would be in the current file. 

It should be remembered, in connection 
with leases, that they are obligations 
which continue to their expiration, not 
ours. 

A list of all insurance policies should 
be kept, whether they are life, accident, 
fire theft or tornado insurance. Your 
executor must list in your estate tax re- 
turn all life insurance. It is compara- 
tively simple to make up such a list fol- 
lowing the general pattern of an insur- 
ance register. If you have several poli- 
cies covering various purposes and con- 
tingencies, it is much easier to run your 
eye down one page showing purposes, 
premium, costs, coverage, dates of ex- 
piration and the like than laboriously to 
unfold and wade through separate poli- 
cies. 

Sometimes policies are lost. For this 
reason it is highly desirable that some 
permanent record be kept. 

How many times have expensive arti- 
cles of jewelry, paintings and furniture 
been stolen and destroyed and owners of 
the property received little or nothing in 
return? Accurate recording of the de- 
tails of purchase would have provided 
definite information to insurance com- 
panies in determining the value of the 
articles. 


A reasonably prudent man usually car- 
ries fire, theft, property damage and 
other types of property insurance. If 
you already carry the proper insurance 
and if your records are in such a shape 
that it can be easily ascertained, your 
executor will not have to subject your 
estate to the cost of insurance “binders” 
on all of your property while finding out 
just what insurance you do have. 


A Caution on Gifts 


DEQUATE notation should be made 

as to gifts of jewelry, furniture and 
works of art. A mere memorandum list- 
ing such property and stating to whom 
each item should go is not effective, by 
itself, to transfer such property. A writ- 
ten statement of the owner that on such 
and such a date a stipulated gift was 
made will save embarrassment. 

Making of gifts of substantial amounts 
presents many varied problems. In the 
first place, gifts of more than $4,000. 
during a calendar year to any one person 
must be reported to the federal govern- 
ment and, as a rule, a tax must be paid. 
In addition, the estate tax law provides 
that gifts made in contemplation of death 
shall be included as a part of the man’s 
estate. Where gifts are made deliber- 
ately and with a definite and fixed mo- 
tive in mind, it would be helpful to have 
an expression of the motive noted. It 
would be better still to consult the family 
lawyer. 

A lack of evidence or expression, or 
even conflicting evidence as to ownership 
of personal property, may result in em- 
barrassment to other members of the 
family as well as to executors. 


A widow should never be put in the 
position where she is required to buy 
from the estate any household furnish- 
ings which she has enjoyed for years, 
simply because a husband did not think 
it important enough to adequately pro- 
vide for it in his will. 


Doubtful Ownership of Personalty 


HE question as to the ownership of 
personal effects, household effects and 


so forth is also an important one. This 
is a matter that husband and wife should 
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consider together and proper records 
should be established so that the execu- 
tor will know to whom the property be- 
longs and also a record will thus be estab- 
lished which should convince the taxing 
authorities as to the actual ownership. 


Over a period of years, one sees a great 
deal of difficulty and confusion arise out 
of assets claimed to be jointly owned, as 
from the safekeeping of property belong- 
ing to another. Take the instance of the 
man and wife, both of whom have prop- 
erty, but who have only one safe deposit 
box, let us say, in the name of the hus- 
band. Very often boxes of this sort are 
found to contain securities which are reg- 
istered in the name of the wife and by 
her duly endorsed in blank. Also let us 
say that the box contains coupon bonds 
and perhaps a quantity of jewelry which 
are claimed by the wife. 


In the majority of cases, there is no 
attempt to leave any writing indicating 
the ownership of this property. It there- 
fore becomes the duty of the executor to 
take possession of the entire contents of 
the box which means that the wife is 
put to the burden of proving ownership 
to that which she claims. 


Likewise many joint bank accounts 
and the joint accounts with survivor- 
ship over do not accomplish the pur- 
poses for which they were intended. As 
to the effect of jointly owned property, 
etc., people would be much more for- 
tunate if they would have a discussion 
with their attorney and then follow his 
advice. 


The Care and Feeding of Securities 


T a tender age we learn that a for- 

gotten bill will always be followed 
by other bills—and promptly—but no 
company in which you own stock, no 
issuer of bonds which lie placidly in 
your vault will keep after you to exer- 
cise subscription rights, clip and de- 
posit coupons and dividend checks, or 
even insist upon depositing to your 
drawing account, immediately upon ma- 
turity, the proceeds of the principal. 
The prompt collection of these incom- 
ing funds and reminders that they await 
re-investment require a sharp lookout 
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and adequate sources of information— 
or the services of a safe keeping or cus- 
tody account. 

Securities are volative little creatures 
whose bodies may reside securely in a 
safe deposit box, but whose spirits wan- 
der constantly into the market place 
where they become subject to fits of de- 
pression or to spurts of high accom- 
plishment. They seldom make good 
orphans, but demand a constant par- 
ental watchfulness. When seeking 
peace of mind or the vitamins of an ex- 
tended vacation; when required to make 
long or frequent business trips; or even 
when the demands of one’s own busi- 
ness distract from this constant vigil, 
the custodian trustee, rather than the 
safe deposit box, becomes a necessary 
foster parent. 

Men whose business sends them to 
different parts of the continent or 
across the seas find themselves in a 
very unbusinesslike predicament when 
in the face of a mercurial stock market 
they realize that stock they should like 
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to sell is tucked safely away in a vault. 
A telegram of direction to his bank if 
his securities had been in a custodian 
account (and in negotiable form) would 
have resulted in as prompt execution as 
a telephone call from his home. 


Difference between Records and Values 


HERE is no home record system 

. which is proof against lost oppor- 
tunities or values, and before one 
makes light of this it may be remarked 
that security holders, unmindful or un- 
aware of convertible privileges and ma- 
turity dates, have allowed untold sums 
to slip through their fingers. As a sin- 
gle example, the United States Treas- 
ury not long ago reported that $120,- 
000,000 principal value of bonds and 
notes remained unclaimed. That sum 
invested at 3% represents a yearly loss 
of $3,600,000 in interest. 

During the Ides of March of each 
year grey hairs blossom, and we all 
wish we had been more orderly in our 
private affairs. The statements made 
up by the bank, as custodian, are par- 
ticularly helpful in making up income 
tax returns, and nothing need be said 
which will interest John Q. Citizen 
more than to be told that he will be 
helped in this arduous task. 


And As Executor 


N instances where an individual acts 

as a fiduciary (that is to say as execu- 
tor or trustee of another’s estate or 
trust) it is imperative that he main- 
tain a record satisfactory to the extent 
that it would be possible to prepare ap- 
propriate accounts for the eventual 
judicial settlement. Anyone acting in a 
fiduciary capacity should, in addition 
to keeping of books of account, have a 
complete file containing important docu- 
ments, receipts, etc., the mere outline 
of which would require a volume to de- 
scribe. 

People who are beneficiaries under 
existing wills or trusts should see to it 
that they and their attorneys are fully 
informed as to whether or not they have 
vested interests or powers of appoint- 
ment which will become important upon 
their death. 
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Many people have the right to dis- 
pose of property, held in a life trust, by 
their own Last Wills and Testaments. 
In a great many instances these powers 
are executed blindly with the result that 
the same persons who would take in the 
default of the exercise of a power of 
appointment get the money, and the es- 
tate is burdened with an additional tax. 


Frequently, an individual divides his 
time between residences in two places 
and the record is not at all clear as to 
which he really considers his domicile 
in fact. Unfortunately, there has been 
a great deal of litigation on this sub- 
ject and in some instances the tragedy 
of it has been that taxes often have been 
paid in more than one state. 


Your Most Important Paper 


O far we have been concerned with 

what we own and owe, where and 
how to record or keep it. But no im- 
portant collection of private papers is 
complete without that paragon of them 
all—the Will. 

Most people actually put off the all- 
important matter of having a proper 
will prepared by a skilled attorney. As 
a matter of fact, a will should be con- 
sidered somewhat in the same light as 
one would consider a list of securities, 
to be prepared carefully and reviewed 
periodically. 


The tragic part of the failure of per- 
sons to properly consider and plan the 
testamentary disposition of their estate 
is that, all too often, substantial addi- 
tional expense, and frequently misdirec- 
tion of benefits which could otherwise 
have been avoided, is the price paid by 
those nearest and dearest. 


And in probably the majority of es- 
tates the work of the attorney and the 
trust officer is very much complicated 
by lack of an adequate record as to the 
various matters which may have trans- 
pired during the lifetime of the decedent. 


Such a complete record does much to 
dispel the suspicion which on many occa- 
sions arises and particularly in those in- 
stances where the estate is not as large 
as beneficiaries may have hoped and ex- 
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pected. It is not only the question of the 
amount of additional work involved 
where the record is inadequate, but 
rather that the result achieved is not 
nearly as satisfactory for beneficiaries. 


A “Relief” Program 

HE time to get rid of a paper is the 

minute it becomes useless, or that 
you have the information, in provable 
form where necessary, in a more con- 
venient record. Good business men al- 
ways have their hands full, either in 
filling orders, making them, or getting 
them. The profesional man and woman 
has his patients, or his studies which, 
by the way, rarely include masterpieces 
of investment management or informa- 
tion. 

The woman who runs a home has no 
sinecure either. Hers are a great var- 
iety of duties. How wise we would be, 
then, to put our time where it counts, 
confine ourselves to developing those 
capacities which we have in greatest 
measure, and rid ourselves of the aval- 
anche of papers which bring confusion, 
worries and even financial losses. 

Let’s separate social correspondence, 
the household bills and current doo- 
dads from those important documents 
which proclaim our ownership of things, 
and place these latter under a work- 
able system of records and where neces- 
sary, expert financial custody. Remem- 
ber that business and markets wait for 
no annual round-up of our “paper-con- 
trolled” lives. It may not even be 
amiss to give a thought to the oppor- 
tunities for which we have worked so 
hard, and plan for present conservation 
and for future use of our worldly as- 
sets. 


[NoTEe: Copies of the above article in 
pamphlet form, suitable for mailing to 
trust or safe-deposit prospects, can be 
obtained at a nominal cost.] 


John A. Murray, president of the Central 
Trust Company, Rochester, N. Y., died re- 


cently after a long illness. Mr. Murray 
was also president of the Rochester Clearing 
House Association, chairman of the board of 
the Rochester Transit Corp., director and 
secretary of the Rochester Hospital Ser- 
vice, 
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Trust Section Considered in Virginia 


The Committee on Trusts of Virginia 
Bankers Association has undertaken a sur- 
vey on the proper relationship and func- 
tioning of the Trust Committee to the As- 
sociation and for the best interests of its 
members. Chairman Charles Webster re- 
ports that while many of the trust men 
continue in their belief that a Trust Sec- 
tion would be the solution, it may be pos- 
sible that a separate Trust Conference each 
fall and winter may be the most helpful 
procedure. These and other problems 
will come up for discussion during the Ber- 
muda Convention cruise of the Association. 


Certain of the fees, rules and regulations 
as adopted when the Virginia Clearinghouse 
was organized, need a reconsideration and 
unquestionably some changes. The Trust 
Committee will sponsor the appearance of 
Mr. Gilbert T. Stephenson as a speaker and 
as a passenger on the cruise. 


——$____9—________. 
Corporate Fiduciaries Elect 


The annual meeting of the Bergen County 
Corporate Fiduciaries Association was held 
at the Hackensack Elks Club on Thursday 
evening, April 6, with over 60 representa- 
tives of the member banks witnessing the 
induction of the new officers. 

The officers elected for the ensuing year 
are: Gustave Bianche, Jr., assistant trust 
officer of the Hackensack Trust Co., presi- 
dent; Albert F. Hill, trust officer of the Pal- 
isades Trust & Guaranty Co. of Englewood, 
first vice president; Henry E. Schmults, 
trust officer of the Citizens First National 
Bank & Trust Co. of Ridgewood, second vice 
president and Bleeker Williams, assistant 
trust officer of the Peoples Trust Co. of Ber- 
gen County, here, secretary and treasurer. 





Personnel Changes in Trust Institutions 


CALIFORNIA 


Los Angeles—ARCH W. ANDERSON, 
vice president of the Continental Illinois 
National Bank and Trust Co. 
of Chicago in charge of its 
interests on the West Coast, 
has been elected president of 
the California Bank. He suc- 
ceeds A. M. CHAFFEY who 
has now become chairman of 
the board. 

Westwood Village—W. H. 

SINCLAIR has been ap- 
pointed trust officer of the 
Westwood Village branch of 
the Bank of America. He is 
a member of the State Bar 
Association. 


GEORGIA 


Atlanta — RICHARD A. 
DENNY has been appointed 
trust officer of the Citizens and Southern 
National Bank. Mr. Denny is a member of 
the Georgia Bar Association. 


ILLINOIS 


Litchfield—G. L. SETTLEMIRE has been 
elected president of the Litchfield Bank and 
Trust Co. in succession to the late E. B. 
Appleton. Mr. Settlemire has been suc- 
ceeded as vice president by W. W. M. 
DAVIS. 


KANSAS 


Russell—The Russell-Farmers State Bank 
announces that JOHN G. DEINES has been 
advanced from assistant cashier, assistant 
trust officer and manager of the insurance 
department to cashier and trust officer. He 
is succeeded in the former positions by 
CLYDE CARTER. 


KENTUCKY 


Covington—M. B. DAMRON has resigned 
his position of trust officer of the Covington 
Trust and Banking Co. 

Hopkinsville—C. H. WILLIAMS, vice 
president, trust officer and director of the 
First-City Bank and Trust Co. has resigned 
from these positions. 


MICHIGAN 


Port Huron—The First National Trust 
and Savings Bank, which has now changed 


ARCH W. ANDERSON 


its name to that of the First National Bank 

of Port Huron, announces the following pro- 

motions: RUSSELL T. JACKSON advanced 
from cashier to vice pres- 
ident; FRANK J. McCABE 
from assistant vice president 
to vice president; LOY R. 
MORTON from se assistant 
cashier to cashier, and ALEX 
D. ADAMS and GERALD F. 
COLLINS, assistant cashiers, 
made assistant vice _ presi- 
dents. 


MONTANA 


Billings—E. T. McCANNA 
has been elected president of 
the Midland National Bank 
in succession to the late E. 
H. Westbrook. Mr. McCanna 
was previously vice presi- 
dent of the First National Bank of Bis- 
mark, N. D. and has a wide banking ac- 
quaintance through his former connections 


with the Union National of Minot, N. D. 
and the First National Bank of St. Paul, 
Minn. 


NORTH CAROLINA 


Asheville—CLARENCE N. WALKER has 
resigned his position as assistant trust of- 
ficer of the Wachovia Bank and Trust Co. 


NEW YORK 


Fort Plain—LEWIS BIRK has been pro- 
moted from assistant cashier to head of the 
trust department for the Fort Plain Na- 
tional Bank. 


New York—RAYMOND J. LEWIS and 
JOHN J. CAMPBELL have been appointed 
assistant secretaries of the Guaranty Trust 
Company. 


New York-——-After an active banking 
career of over fifty years, LEWIS E. PIER- 
SON has resigned as chairman of the board 
of Irving Trust Company. In accepting the 
resignation the board abolished the office of 
Chairman, created that of Honorary Chair- 
man, and elected Mr. Pierson to the latter 
post. HARRY E. WARD, who has been 
president and administrative officer of the 
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Company since 1919, assumes in addition 
those duties which heretofore have been per- 
formed by the chairman. Mr. Pierson re- 
mains a direc- 

tor of the Com- 

pany, and will 

continue to 

maintain his 

office in the 

Irving’s Head- 

quarters Build- 

ing at One 

Wall Street. 


Mr. Pierson’s 
activities have 
extended into 
many fields. He 
was president 
of the New 
York State 
Bankers Asso- 
ciation from 
1903 to 1904; 
the American 
Bankers Asso- 
ciation, 1909 to 
1910; the Mer- 
chants Associ- 
ation of New 
York, 1922 to 
1928; the 
Chamber of 
Commerce of 
the United 
States, 1927 to 
1928 and is 
now a member 
of its Senior 
Council and chairman of the Governing 
Board of its publication, Nation’s Business. 
He has also been chairman of the Board 
of Regents of the American Bankers Asso- 
ciation Graduate School of Bank'ng at Rut- 
gers University, since the School was 
founded. 


LEWIS E. PIERSON 


HARRY E. WARD 


Among other affiliations, Mr. Ward is a 
Trustee of the Union Dime Savings Bank; 
a member of the Governing Board of the 
National Industrial Conference Board; a 
member of the Council on Foreign Relations, 
and chairman of the Advisory Council, New 
York Chapter, American Institute of Bank- 
ing. 


Rochester—EDWARD R. MURPHY and 
JAMES A. CAMERON have been advanced 
from assistant vice presidents to vice 
presidents of the Union Trust Company. 
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OHIO 


Cleveland—ERNEST WEISS has been 
promoted to the position of assistant trust 
accounting officer in the Estates Depart- 
ment of the Cleveland Trust Company. 


Columbus—LELAND A. STONER has 
been elected president of the Ohio National 
Bank in succession to the late Avery G. 
Clinger. Mr. Stoner, who was formerly ex- 
ecutive vice president and cashier, is 36 
years old and started in 1923 as a messenger 
for the Citizens Trust and Savings Bank. 


Troy—JOHN K. DeFREES, executive vice 
president and trust officer of the First-Troy 
National Bank, has been elected president 
in succession to the late Walter E. Bowyer. 


OKLAHOMA 


Tulsa—M. M. LAWELLIN, formerly as- 
sistant trust officer, has been named man- 
ager of the credit department and JOHN A. 
BEEMAN has been advanced from prop- 
erty manager to assistant trust officer. 


TENNESSEE 


Nashville—F. B. YOUNG, JR. has been 
advanced from assistant vice president to 
vice president of the Nashville Trust Com- 
pany and Herbert Aldred promoted to as- 
sistant vice president. 

Memphis—W. A. WOOTEN has _ been 
elected vice president of the First National 
Bank. 


TEXAS 


Dallas—O. G. BELL, formerly of the Dal- 
las National Bank, has been elected vice 
president of the Republic National Bank and 
ORAN H. KITE has been promoted from as- 
sistant cashier to assistant vice president. 


VIRGINIA 


Winchester—The Shenandoah Valley Na- 
tional Bank announces that JOHN C. 
BLACKBURN has been appointed an assis- 
tant trust officer and that ROBERT D. 
GLAIZE and ROBERT J. McNALLY JR. 
have been named assistant cashiers. 


WEST VIRGINIA 


Parkersburg—GEORGE F. FREDERICK 
has been elected president of the Union 
Trust and Deposit Company in succession 
to the late Ben T. Neal. Mr. Frederick has 
been associated with the Union Trust since 
the time of its founding and has been vice 
president and trust officer for some years. 
He served recently as Treasurer of the West 
Virginia Fiduciary Society, of which he was 
one of the organizers. 





508 


NOAH LANE has been advanced from 
secretary and treasurer to succeed Mr. Fred- 
erick. 

Other appointments announced by the 
bank are CARLYLE R. SMITH advanced 
from assistant treasurer to treasurer and 
secretary; DON B. LOWE elected assistant 
treasurer and JOHN P. THOMSON assis- 
tant secretary. Mr. Smith was also chosen 
a member of the board of directors. 


Trust Institution Briefs 


Port Huron, Mich.—The First National 
Trust and Savings Bank has changed its 
name to the First National Bank of Port 
Huron. Stephen A. Graham is president, 
Ira Bricker is trust officer and D. W. Hoes- 
tetter is assistant trust officer. 


Plainfield, N. J—Arrangements have been 
made for the merger of the First National 
Bank of Plainfield into the Plainfield Na- 
tional Bank. This has been worked out in 
cooperation with and with the approval of 
the Federal Deposit Insurance Corporation, 
the Reconstruction Finance Corporation and 
the Comptroller of the Currency. It is un- 


derstood that the Plainfield National has 
agreed to buy certain assets of the First 


National and to assume all deposit liabili- 
ties of the latter institution. The F. D. I. C. 
has agreed to make a loan to the consoli- 
dated bank and the R. F. C. has agreed to 
buy preferred stock of the institution. 


Patchogue, L. I—The Patchogue Citizens 
Bank and Trust Company has joined the 
Federal Reserve System. Edward Hudson 
is president. 


Cleveland, O.—Arthur-F. Young, vice 
president of the National City Bank, Cleve- 
land, a member of the Executive Committee 
of the Trust Division of the American Bank- 
ers Association, was recently elected vice 
chairman of the Life Underwriters-Trust 
Officers Club of Cleveland. 


Oklahoma City, Okla.—The First National 
Bank and Trust Company celebrated its 50th 
anniversary this month. The bank was 
opened on April 22nd, 1889, the same day 
that the territory, which later became the 
State of Oklahoma, was opened to settle- 
ment. 


Wheeling, W. Va.—The Citizens Mutual 
Trust Company and the Wheeling Dollar 
Savings and Trust Company have completed 
a merger into an institution which now has 
capital stock of $28,000,000 and is the 
largest in West Virginia. 
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McArthur Heads Chicago Corp. Fids. 


At the annual meeting of the Corporate 
Fiduciaries Association Lewis L. McArthur, 
Jr., Vice President of The Northern Trust 
Company was elected President. Oliver A. 

Bestel, Vice 
President, 
First National 
Bank of Chica- 
go was named 
Vice President 
and William 
W. Hinshaw, 
Jr., Secretary 
and Trust Of- 
ficer, City Na- 
tional Bank 
and Trust 
Company was 
reelected Sec- 
retary - Treas- 


LEWIS L. McARTHUR urer. 


Obituaries 


ARTHUR E. HUNTINGTON, formerly 
president and lately vice chairman of the 
California Trust Company in Los Angeles, 
died on March 16 from a heart attack at 
the age of 70. Mr. Huntington had had a 
distinguished career of more than 45 years 
in trust business and banking and was a 
member of both Los Angeles and California 
State Bar Associations. 


GILMER WINSTON, chairman of the 
board of the Union Planters National Bank 
and Trust Company in Memphis died on 
April 5th at the age of 61, following a heart 
attack. He was a past president of the 
Tennessee Bankers Association and the Re- 
serve City Association. 


HENRY L. THOMPSON, chairman of the 
board of the Toledo Trust Company and 
former chairman of the Willys-Overland 
Co. died on March 22nd at the age of 67. 
He entered the banking field in 1918 as or- 
ganizer of the Summit Trust Company 
which merged with the Toledo Trust in 
1922. 


JOHN A. McCARTHY, executive vice 
president of the Real Estate Trust Com- 
pany in Philadelphia and trustee of the 
Philadelphia Rapid Transit Co. died on April 
4th at the age of 66. In 1902 Mr. McCarthy 
was a member of the State legislature and 
for a time a member of the State Board 
of Examiners. 
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AYS, means and purposes of direct 

mail advertising have commanded 
attention from trust promotional men for 
almost as long as trust institutions have 
advertised. 

The vehicle itself is not sufficiently old 
for a set pattern of procedure to have 
been developed, consequently when the 
Creative Service Department of Blan- 
chard Press, Inc., one of New York City’s 
better printing establishments, prepared 
and promoted a survey of printed direct 
mail promotions it created considerable 
interest among those receiving the re- 
sults. 

The following is a condensed version 
of a portion of the work. 


Where It’s Aimed 
Purpose 


“What specific purpose do you hope 
to accomplish through direct mail pro- 
motional literature?” 

“The answer to that question is un- 
necessary to any approach to a discus- 
sion of direct mail. Here are typical 
answers:” “To give our dealers a run- 
ning start. To supply them with direct 
sales leads. To break the selling ground 
so that the dealer does not have to spend 
valuable time educating the sales pros- 
pect on the general merits of our pro- 
ducts.” “A dramatic attention-puller 
that will open the door for our sales- 
man.” “Facts and more facts.” “The 
personal touch. To supplement our news- 
paper advertising with a direct appeal. 
A vanity tickler.” ‘A reminder, an at- 
tention-caller and an educator.” “A cor- 
rectly conceived and timed direct mail 
promotion is valuable to a campaign as 
a chink filler and strengthener.” 

One common aim, however, is contain- 
ed in every successful mail promotion. 
This aim is to spur the reader to a cer- 
tain rigidly-outlined course of action. No 
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matter how it is dressed up, the crux of 
the direct mail message is, “Do some- 
thing and do it quickly, or you’ll be 
sorry.” 


How It’s Planned 


“Direct mail planning is necessarily 
short-range. Sixty per cent of the bus- 
iness and industrial executives stated 
that their direct mail advertising was 
not planned in advance with their other 
advertising. Of the others, 94 per cent 
reported that the original planning did 
not carry through the year; their direct 
mail plans were juggled to fit unexpect- 
ed buying trends, economics and price 
change.” (This would not hold as true 
in the trust field as buying trends and 
economics have less effect on fiduciary 
business than most others. However 
in certain cases such as new legislation 
and an erratic market the principles out- 
lined above hold.) 

The survey brought out that too little 
planning in acting on a speed job more 
often means no planning at all. Under 
such a condition results may be expected 
to be slight. 


Occasional and Regular Appearance 


Forty-two per cent of the survey par- 
ticipants reported that their direct mail 
was issued occasionally as opposed to 
regularly. 

This fact places added weight on the 
importance of planning each piece so that 
it will do the job it is intended to do. 
The occasional piece goes to work “cold.” 
The recipient is not expecting it; does 
not know what it’s advertising and is 
not conditioned in any way for its appeal. 
It must attract attention, present its 
facts in an interesting manner, compel 
the action desired. 

Successful mail pieces, therefore, are 
planned with no step in the psycholog- 
ical process left to chance. 
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Seasonal Angle Important 


Regularly appearing pieces can fall 
into a little smoother pattern of plan- 
ning than the occasional. In most cases 
they are built around seasonal or pro- 
duction cycles, such as real estate rent- 
ing season, income tax time or vacation. 
The planning here must take a little dif- 
ferent tack. Recipients of this type of 
direct mail are expecting it for the most 
part. 

One of the pitfalls here is to coast; to 
repeat a successful formula until it no 
longer hits reader interest. A continued 
change is highly desirable. 


How It’s Handled 


Seventy-two per cent of the adver- 
tisers reported that their entire volume 
of direct mail was handled by their own 
advertising department. This heavy per- 
centage in favor of advertising depart- 
ments is fairly consistent with the 
agencies’ attitude—that is (unless they 
are direct mail specialists), they do not 
care to handle direct mail unless it is 
merely a subsidiary unit in the general 
advertising scheme. 

The trust field belongs to the unusually 
fortunate group of those having several 
agencies who specialize in direct mail. 
Some of these agencies are even pioneers 
in the trust direct mail field and are in a 
position to give valuable aid to any trust 
campaign. 

One of the principal reasons why the 
advertiser likes the work done in its own 
shop is the personalized, short-range, 
small target nature of direct mail. Bus- 
iness executives feel that the intimate 
knowledge of their company, its policies, 
types of customers, the personalities of 
its directors and employees, are neces- 
sary for the production of a successful 
direct mail piece. 


Consumer Recipient 


57 per cent of the advertisers reported 
their direct mail went to men only; 7 
per cent to women only and 36 per cent 
to men and women. 

61 per cent reported their direct mail 
went to office addresses, 23 per cent to 
home addresses and 16 per cent to both 
office and home addresses. 
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The reasons given for the preference 
for office addressing are: a great deal of 
direct mail concerns a man’s business and 
the office is the obvious place to receive 
it. Another is that office mailing lists, 
on the whole, have been shown to be 
more reliable and in the opinion of most 
advertisers, direct mail addressed to the 
office gets more attention. 

The survey points out that generaliza- 
tions are dangerous. Some advertisers 
want their mailings to be received when 
the recipient is in a relaxed, easy mood. 
Also at home the feminine members of 
the household will get a peek at it and 
if it appeals to them, will do some of 
the selling. 

One retail advertiser combined both 
types of mailings in a very successful 
manner. “The first mailing was a teaser 
folder carrying a reply card asking for 
more detailed information. This went 
to business addresses. A second address 
list was compiled with the home ad- 
dresses of the recipients. The second 
mailing, an illustrated brochure, was 
sent to the home addresses of those who 
mailed in the reply cards. There it re- 
ceived family consideration and turned 
out to be the most successful promotional 
campaign we ever used.” 


Accurate Check Necessary 


27 per cent of the advertisers reported 
that they had no check on their direct 
mail; however, most large-scale commer- 
cial direct mail advertising is produced 
with some sort of check. The checks fall 
into three main categories: Reply cards 
(including clipped coupons); Actual 
Sales; Salesmen Reports. 

The reply cards are the most popular 
and figure in 73% of the checks. How- 
ever it must not be assumed that the 
reply card’s main purpose is for check- 
ing, this purpose is secondary to rigidly- 
outlined course of action. 

Some sort of accurate check must be 
devised in order to attain the highest 
degree of efficiency with direct mail. 


What It’s Tied To 


64 per cent of the advertisers reported 
that their mailings were tied in with 


other media. 82 per cent of the agen- 
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cies reported that it was more successful 
when it was tied in with other media. 

Probably the most important trend, as 
indicated by the statistics, is the drift 
away from direct mail-radio ties. A 
number of years ago a_ tremendous 
amount of direct mail was tied in with 
radio programs, but many advertisers 
have concluded that radio and direct 
mail are duplicating media. 

“It doesn’t seem to lie within the prov- 
ince of this survey to delve into the rela- 
tive merits of radio as opposed to direct 
mail advertising. This much, however, 
can be stated. The swing at present is 
back towards direct mail. It has been 
found that radio is not the advertiser’s 
seventh heaven it was at first thought to 
be. In certain instances radio can do a 
job and do it superlatively well. In other 
instances direct mail is needed.” 

From the many reports, both pro and 
con, they all boil down to the trial and 
error method. 


How It Reads 


Direct mail copy, for the major por- 
tion, is calculated to either knock you 
right out of your chair, worm itself into 
your affections with a seeming noncha- 
lant frankness, overpower you with facts 
or arouse your admiration with unortho- 
dox whimsy. Straight humor is avoided 
like the plague. 

Unless copy can snare the reader’s 
attention, hold it and do some first class 
convincing all in the space of time it 
takes for a quick reading, the piece might 
just as well have remained in the print- 
er’s forms. The avoidance of humor is 
likewise based on solid foundations of 
psychology. A man usually doesn’t sign 
on the dotted line while he is doubled up 
with laughter. He may, however, be 
lead through pleasant pathways of good 
humor. 

The humorous teaser line on the front 
cover is utilized quite extensively, but 
that is as far as the joke is carried. 
Something like: “We’re not the farmer’s 
daughter” on the front cover with ap- 
propriate art work. On the inside “But 
your salesmen will work overtime on 
what we’ve got to offer.” The facts and 
selling talk follow. 


Whimsy 


The current popularity of the whim- 
sical type of direct mail humor probably 
can be traced to its huge success as mark- 
ed up by the clever staff of a very profit- 
able weekly magazine in its space sell- 
ing campaigns. During the last few 
years there has been an epidemic of nur- 
sery rhymes, pieces presented like A B C 
primers, words of wisdom spoken by var- 
ious types of animals and even clever 
baby copy. The evidences are that this 
type is a fad except in cases where it is 
a natural for the product. 


Class Copy 


Conservatism can be carried to the nth 
degree of under-writing. Advertisers 
catering to the class market often lean 
over backwards to still the clarion voice 
of brash copy. Their cover copy will 
carry nothing but the firm name or 
their own imprint at the bottom of the 
page. 

Inside copy falls into rigid classifica- 
tions. The most universally used is the 
straight relating of facts or arguments. 
Sentences are short, words simple. The 
copy writer wants to say what he has 
to say in as persuasive a manner as pos- 
sible. He wants to get it over quickly 
and easily, building up to the selling 
climax. Usually it is dramatized to some 
extent although most copy writers worth 
their salt know that too much dramatiza- 
tion becomes just as monotonous as a 
series of long hum-drum sentences. The 
four-dollar adjectives must be kept with- 
in bounds, because the average reader 
looks askance at too flowery verbiage. 


Color 


The value of color in advertising has 
been so well demonstrated that it needs 
no brief in its behalf. However, the sur- 
vey showed that in many cases color is 
being badly handled. Used badly or in- 
harmoniously it repels attention, tires the 
eyes and wastes the message. The use of 
color in direct mail has been compared 
to the hind legs of a mule. Treat it 
right and it’ll pull you from here to the 
moon. Treat it wrong and it’ll smack 
you right out of the driver’s seat. 
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Executive Floor Remodeled 


The executive floor of Manufacturers 
Trust Company’s principal office at 55 
Broad Street, New York, has recently been 
entirely remodeled. In its general style it 
conveys the atmosphere of the old insur- 
ance houses of London. 


The desks on the floor are adapted from 
an old table which was originally in the col- 
lection of Lord Berners, from Wolverstone 


New Feature in the First 1939 
Blue Book 


A new feature which appears in the first 
1939 edition of the Blue Book is a special 
list showing banks with total resources of 
$25,000,000 and over, ranked according to 
total resources. 

December 31st (and later) bank state- 
ments are in this edition, with 1939 official 
line-up of officers, directors and correspon- 
dents. 

A complete revision of the Blue Book 
shows changes in every page from 1 to 2360 
covering the United States, Canadian and 
Foreign banks, F. D. I. C. memberships, 
Federal Reserve Information, Government 
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Hall, Suffolk, Circa 1795. Four chairs in 
the entrance lobby are antique Chippendale 
chairs, about 1785. The lighting fixtures 
are an adaptation of old English chandeliers 
to modern lighting. The mahogany doors 
throughout are typical of the latter 18th 
century colonial period. 


The private office of Harvey D. Gibson, 
president, is built of old pine actually re- 
moved from an English room in Hook Hall, 
Yorkshire, England, dating about 1710. 


Banking Agencies, Bankers Associations, 
Discontinued Banks (new 5 year list) Acces- 
sible Banking points to non-bank towns, etc. 

The first 1939 edition shows the number 
of banking offices, etc. in the U. S. to be 
19,163 and in the world to be 45,937. 

It shows the number of changes in U. S. 
banks during 1938 to be 215,992 broken down 
as follows: 293 new banking offices; 477 
banking offices deleted in 1938; 4,367 
changes in directors; 49,756 changes in offi- 
cers; 161,000 changes in statement figures 
and 99 changes in title and/or location. 

Accurate and up-to-date, the first 1939 
edition of Rand McNally Bankers Directory 
is a valuable aid to efficient and profitable 
bank operation. 





Wills of the Month 


Christian W. Feigenspan 
Brewer 


Christian W. Feigenspan, president of the 
Feigenspan Brewing Company of Newark, 
appointed the Federal Trust Company of 
Newark and Newton H. Porter of Mont- 
clair, N. J., executors of his will. 

The Feigenspan brewing business was 
started in 1868 by Mr. Feigenspan’s father, 
who began his operations in a cellar and 
delivered the product in a wheelbarrow him- 
self. The enterprise grew steadily and be- 
came one of the largest in the East. The 
beer was known as P. O. N. which stood 
for “Pride of Newark.” 


Irving K. Taylor 
Big Game Hunter and Importer 


Irving K. Taylor, big game hunter and 
president of the liquor importing firm of 
W. A. Taylor & Co., named the Bankers 
Trust Company, New York City, co-execu- 
tor of his will. 

As a member of the board of directors of 
New York Zoological Society, he financed 
and led an expedition in 1927 to the Egyp- 
tian Sudan for the American Museum of 
Natural History. Under the scientific di- 
rection of Harold E. Anthony, curator of 
mammals, the expedition covered between 
3,000 and 4,000 miles along the Blue Nile 
and White Nile. More than 200 specimens 
of mammals, including buffalo, hartebeeste, 
cab, oribi, gazelle, waterbuck and several 
kinds of antelope, were brought back. 

Mr. Taylor was one of the founders of 
W. A. Taylor & Co., in 1888 and had served 
as its president since 1906. During the 
World War he served as Major in command 
of the American Red Cross in Turin and 
was decorated by the Italian King. 


Dr. Raymond A. Pearson 
University President 


Dr. Raymond A. Pearson, former presi- 
dent of the University of Maryland and of 
Iowa State Agricultural College, named The 
American Security and Trust Company of 
Washington, D. C., executor of his will. 

For the past few years Dr. Pearson had 
been associated with the resettlement ad- 


ministration and its successor the farm se- 
curity administration. He was named a 
special assistant to former Administrator 
Rexwell G. Tugwell. 

He had served as Commissioner of Agri- 
culture for the State of New York and was 
a former president of New York State Agri- 
cultural Association and former president 
and chairman of the executive committee of 
the Association of Land Grant Colleges and 
Universities. 


Estelle M. Johnson 
Business Executive 


Estelle Mary Johnson, secretary of the 
Ruberoid Company, named the Chase Na- 
tional Bank, New York, executor of her will. 


Miss Johnson had been associated with 
the Ruberoid Company since its inception 
over fifty-two years ago. She was credited 
by her associates as having played a val- 
uable part in building up the company from 
a small beginning to its present size. When 
Miss Johnson started with the company the 
staff consisted of only the founder and her- 
self. Today the organization consists of 
eleven plants and employs over 2,500 per- 
sons and distributes more than 100 kinds 
of asphalt and asbestos building products 
throughout the country. 

She started work when it was estimated 
that only 1,000 girls were stenographers in 
New York City. It is presently estimated 
at 89,000. The company announced that 
her business career was believed to have set 
a record for women in length of continuous 
service with one firm. 


Spencer T. Mitchell 
Insurance Official 


Spencer Trask Mitchell, treasurer of the 
Phoenix Fire Insurance Company and af- 
filiates, named the Hartford National Bank 
and Trust Company, Hartford, Conn., as 
executor and trustee of the residue of his 
estate. 

Mr. Mitchell was treasurer of the Wat- 
kinson Library and a director of the Dime 
Savings Bank. He was formerly manager 
of the Hartford Investment Bureau, a firm 
maintained by several insurance firms. 
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Miss Jane Dana Noyes 


Miss Jane Dana Noyes, active in social, 
church and charitable circles in and around 
New York, named the Fifth Avenue Bank, 
New York, as executor of her estate. 


Miss Noyes had a wide acquaintance in 
social, church and charitable circles, first 
in Montclair, N. J., and later in New York 
City. The active religious work of Miss 
Noyes was in connection with the Little Sis- 
ters of the Assumption, the congregation of 
Our Lady of the Holy Spirit, and the Chil- 
dren of Mary. She was a sister of Alex- 
ander Dana Noyes, financial editor of The 
New York Times and prominent author, 
lecturer and economist. 


Frank A. Horne 
Engineer and Methodist Leader 


Frank A. Horne, president of the Mer- 
chants Refrigeration Company and one of 
the leading Methodist Episcopal laymen in 
the United States, named the Irving Trust 
Company, New York, executor of his will. 


He died in the Methodist Episcopal Hos- 
pital in Brooklyn of which he was presi- 
dent. Devoting his entire business career 
to the refrigeration business he made him- 
self an authority on the subject and was 
for nine years president of the American 
Institute of Refrigeration. 


George C. Embody 
Professor at Cornell 


George Charles Embody, professor of Ag- 
riculture at Cornell University, named the 
Tompkins County Trust Company, Ithaca, 
N. Y., as trustee of his estate. 


Professor Embody devoted a lifetime to 
the study of wildlife, especially material 
fauna. His observations of the hybrediza- 
tion of pike and pickerel and his artificial 
demonstration of this phenomenon, led to 
extensive studies on the hybridization of 
game fish. He was associated, at various 
times, with conservation in New York, New 
Jersey and California. 


Poor Little Rich Girl 


An eighty-nine year old spinster, Miss 
Louise E. Pim, lived for years in apparent 
poverty. A few days after her death $40,- 
000 in old currency was found in an ancient 
piano in her poorly furnished room. 


Interested parties in search for her will 
went to her bank safe deposit box where 


they uncovered her will. With the will was 
found $103,000 in currency. The bulk of 
the estate will go to charities. 

a 


No Hitlers Need Apply 


Adele Gay, 32, formerly of the Jewish 
faith, renounced her religion seven years ago 
and joined the Congregational Church. Sub- 
sequently she legally changed her name 
from Goldman to Gay. 

Miss Gay must again change her name 
and marry a man of Jewish faith if she is 
to inherit one seventh of her father’s es- 
tate, valued at between $300,000 and $500,- 
000. 

The unusual stipulation came to light re- 
cently when Miss Gay’s father’s will was 
probated in Elgin, Ill. The will bequeaths 
her one-seventh of the estate provided she 
marries in her father’s faith within one year 
of the probating of the will. Otherwise she 
gets $5. 

“T have no intention now of marrying 
anyone,” she said. 

ee Qe 


A Rockbound Deed 


Emil Iwen found an odd looking rock 
about twenty-eight years ago on his father’s 
farm close to Algama, Wis. It was a heavy, 
oddly shaped rock with strange markings 
on it. Iwen was informed indirectly by the 
late Chief Simon Kahquades of the Potta- 
wattomies that the rock was a “deed rock” 
by which Indians designated transfer and 
ownership of property. 

Chief Kahquades told Iwen that the four 
inscriptions—a figure of a brave, a wigwam, 
a bow and arrow and a horse—signified the 
chief had presented a certain brave with 
the necessities of life. This was the usual 
custom, since the chiefs were supposed to 
own all property. 

The recipient of the gift was identified 
by the figure of a man, with certain char- 
acteristics accentuated. This particular 
brave had only four fingers. 

Iwen uses the rock for a door stop and has 
refused offers of $300 on numerous occa- 
sions for the relic. 

—$$$$<$<$<$<$q—_—_—_—_—_- 


When the will of James C. Alvord was 
offered for probate recently it was disclosed 
that his beloved Spitz dog, Nino, led all the 
rest in the list of beneficiaries. 

Nino is to have the very best of care and 
food as long as he lives. The money was 
placed in trust. 





Excerpts From Selected Articles 


Comity in the Administration of Trust 
Estates* 


Yale Law Journal, Feb. 1939. 


HE essential issue in the Massachusetts 
proceeding* was whether “full faith 
and credit” under the United States Con- 
stitution must or should be given a judg- 
ment of the Ohio courts to be paid out of 
personal property physically situated in 
Massachusetts. The Ohio attorneys con- 
tended, with no apparent success, that a 
final judgment on jurisdiction over the sub- 
ject-matter was res judicata. But even if 
the jurisdictional findings of the Ohio courts 
were res judicata, Massachusetts would not 
necessarily be obliged to accord those find- 
ings “full faith and credit” under the Con- 
stitution. Recent holdings [of the Supreme 
Court] presumably would not preclude a 
state from challenging the jurisdiction of 
a sister court which had determined rights 
to property situated within the former 
state. 

Jurisdiction over the subject-matter in 
the administration of trusts is considered 
to be something more than the general au- 
thority over trusts conferred on probate 
courts by statute. The “situs” of the trust 
is a decisive factor in founding this juris- 
diction. Having decided that “situs” is 
determined only by physical location of 
the res and domicile of the trustee, the 
Massachusetts court declared that since 
both these elements favored Massachusetts 
the trustee could not be held to account 
in any other state. 

More generally, however, factors other 
than the physical location of the res and 
the domicile of the trustee are considered 
by courts in determining the “situs” of a 
trust,! and in this case Massachusetts and 
Ohio seem to have been at least equally in- 
terested in the factors of trust administra- 
tion. The Massachusetts court admittedly 
had a substantial interest in the disposition 
of the trust res. It was physically located 
in Massachusetts, it was to be administered 
according to Massachusetts law, and the 


*Harvey v. The Fiduciary Trust Co., 13 N. E. 
(2d) 299 (Mass. 1938). For digest see 66 Trust 
Companies 390 (March 1938). 


trustee was domiciled in that state. Since 
the trustee had legal title to the property, 
Massachusetts was the permanent situs for 
lawful taxation, and for tax purposes the 
res could not and did not follow any person 
domiciled in Ohio. 


Massachusetts would probably have had 
jurisdiction of original litigation unless its 
rights were deferred on grounds of comity 
to the intervening interests of a sister state. 
Yet Ohio was interested in the trust in that 
it was the former domicile of the settlor? 
and the situs of the divorce and the divorce 
settlement. The Ohio probate court had 
jurisdiction of the wardship of the cestuis 
and was specifically granted by the trust 
instrument itself a particular interest in 
its administration. Moreover, the issues 
were first litigated in Ohio, in a court which 
had authority to determine its own juris- 
diction without setting forth on the record 
the facts and evidence upon which judg- 
ment is rendered. 


Comity vs. Jurisdiction 


Under these circumstances the issue, in 
fact, would seem to be less a question of 
jurisdiction than of the propriety of a 
state’s administering a trust in which it 
has a substantial but divided interest. The 
probate courts of both states had an inter- 
est which might be called jurisdiction over 
the “situs” of the trust, physical situs of 
personal property and domicile of inter 
vivos trustees not being essential to found 
jurisdiction, and both had authority over 
fiduciaries. When a state with a substan- 
tial but divided interest in the subject-mat- 
ter of a suit assumes jurisdiction, sister 
states are prone to enforce that judgment 
unless it is found to be in contravention 
of the public policy of the forum. 


1. To determine where a trust is to be admin- 
istered, consideration is given to the provisions 
of the instrument, the residence of the trus- 
tees, the residence of the beneficiaries, the loca- 
tion of the property, and the place where the 
business of the trust is to be carried on. RE- 
STATEMENT, CONFLICT OF LAWS (1934) c. 297, 
comment d. 


. See Creighton, Interstate and International Liv- 
ing Trusts (1930) 50 Trust Companies 741. 
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Thus the problem of “full faith and 
credit” in the instant situation might well 
have been resolved in terms of comity 
rather than of jurisdiction. Such a distinc- 
tion is not merely academic delineation, for 
if each state can found sole jurisdiction on 
the basis of its divided interest, litigation 
in trust suits would be a ceaseless activity. 
Use of comity concepts would pragmatically 
result in much less conflict, for the limiting 
factors of “public morals” and “public pol- 
icy” have at present little content. 


Massachusetts perhaps refused recogni- 
tion for the unstated reason that it consider- 
ed an award of one-quarter of a trust fund 
to the attorneys who assisted in establish- 
ing it unconscionable and contrary to its 
public policy. While unconscionable judg- 
ments may well be valid grounds for re- 
fusing “full faith and credit” in conflict 
cases, it would seem that in this instance 
the courts of Ohio had adjudicated the 
propriety of the counsel fees and that com- 
ity dictated recognition and full faith. 


The privilege of a defendant to withdraw 
after a court has adversely adjudicated 
jurisdiction over his person is in dispute; 
but many courts, including those of Massa- 
chusetts, have held that a plaintiff’s rights 


may not be prejudiced by such withdrawal, 
and that a judgment in his favor may none- 
the-less be entered. Massachusetts asserted 
that no personal judgment could run against 
the beneficiaries since in the Ohio proceed- 
ings no guardian ad litem was appointed to 
represent the contingent interests of un- 


born remaindermen. But there is a con- 
flict of authority whether even cestuis are 
necessary parties to a suit against a trustee 
when their interests are not adverse to 
those of the trustee, and it is less reason- 
able to hold that remote contingent inter- 
ests must be represented. 


Eliminating, for purposes of discussion, 
all questions of jurisdiction, a trust instru- 
ment providing for administration by the 
courts of two states raises interesting ques- 
tions of comity. On the few occasions in 
which two states have been designated, the 
settlor’s intentions have apparently con- 
trolled, and although the courts of one 
state may be reluctant to administer a 
trust in common with the courts of a sister 
state, administration by two states has at 
times been necessary. There is apparently 
neither law nor judicial pronouncement 
which forbids bilateral administration, and 
it is difficult to see wherein any concept of 
public policy is contravened by it. On the 
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contrary, it would seem, as in the instant 
case, that comity would militate strongly 
in favor of recognition of sister state judg- 
ments in the administration of specific 
phases of a trust estate. 


a ee 


Control of Income—Trust Mortgages 
and Real Estate 


PAUL D. WILLIAMS, Comptroller, Corn Ex- 
change Nat’l. Bank & Trust Company, Philadel- 
phia, Penna. Vhe National Auditgram, January 
1939. 


O afford the best elements of internal 
control of the income derived from 
real estate and mortgages, it is of the ut- 
most importance that there be one central 
point of concentration in the collection of 
this income — the “Cashier’s Cage.” The 
advantages to be derived from installing 
a cage in such a department I believe to 
be as follows: 

First—You have a definite concentration 
of income at one central point to which all 
payments of income are made, and from 
which all details surrounding these trans- 
actions must emanate. 

Second—By this concentration definite 
responsibility is placed on one or a group 
of individuals. It is a department within 
a department, confined to a separate en- 
closure, access being prohibited to all ex- 
cept those employed in handling the de- 
tails of this capacity. 

Third—Duplicate records of interest and 
rents are maintained as a check on the de- 
partment it is controlling, and from this 
one source, all entries of this nature eman- 
ate to the trust and real estate records, as 
posting media. 

Fourth—The recording of all income 
should be made through a machine design- 
ed for that purpose, locked by an auditor 
who retains the key and who must settle 
the machine in the presence of the Real 
Estate Teller before that teller may make 
his settlement at the end of the day. 

Fifth—A uniform type of receipt is given 
to the customer when payment is made by 
him, the receipt being made by the machine 
and only when the income is recorded there- 
in. 

Siath—The income is classified by the 
machine at the time it is recorded into 
totals as they affect Agency, Trust Ac- 
counts, or Mortgagee in Possession. 

Seventh—All income _ received passes 
through the Real Estate Teller’s bank ac- 
count, and from that account the various 
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beneficial interests are reimbursed. Thus, 
time and confusion are eliminated which 
would be occasioned by passing along pay- 
ments “in kind” to the beneficial interests. 

Eighth—Delinquencies of rents or mort- 
gage interest are set forth by records main- 
tained by the trust auditor through the 
daily tickets which are given to him by the 
real estate teiler. The auditor refers these 
delinquencies to the real estate officer who 
then follows them up by direct correspond- 
ence. 


Forms, Records, Machines 


Special forms, particularly adapted to 
meet the requirements of the accounting 
system of the Trust Department, must be 
prepared." To meet the needs of our own 
institution, these forms have been prepared 
m six copies each, for interest and rents, as 
follows: 


Interest or rent notice. 

Second Notice (Sent out 10 days after 
the first notice has been sent and 
remains unanswered.) 

Trust Department copy. 

Real Estate Department or Mortgage 
Department copy. 

Auditor’s copy. 

Follow up file copy for both Mort- 
gage or Real Estate Departments. 


To prepare these six-copy forms simul- 
taneously, a special machine costing ap- 
proximately $500. is used. The keyboard 
of this machine is similar to that of a type- 
writer, and the copies, being fed through 
the machine automatically and continuously, 
are typed without interruption or delay, 
eliminating the necessity of removing and 
replacing new forms as each set is com- 
pleted. In Trust Departments having a 
very large number of mortgages and pieces 
of real estate, the addressograph usually is 
the apparatus used in preparing these 
forms. This latter procedure, of course, 
is much faster, but at the same time more 
expensive, particularly so for a trust de- 
partment with, we will say, approximately 
3,000 mortgages and 2,000 properties. 

On each type of form appears a complete 
history of the transaction in an understand- 
able way for the person to whom it is being 
sent. In addition to setting forth the pe- 
riods for which the interest or rent is 
due, the principal amount due, in the case 
of a mortgage, is set forth, this amount ul- 
timately acting as. a periodic confirmation 
with the mortgagor of the amount still 
owing. All of the individual mortgages 


oA. Virginia institu- 
tion, established in 
1865, with thoroughly 
organized, up-to-date 
trust facilities. 


FIRST AND MERCHANTS 
National Bank of Richmond 


Member Federal Deposit Insurance Corporation 





and pieces of real estate are given identi- 
fying numbers, together with a letter pre- 
ceding that number symbolic of the clas- 
sification, as follows: 

A—Agency 

T—Trust 

IP—In Possession 


These same numbers appearing on these 
forms also appear throughout all of the 
records of the Real Estate and: Mortgage 
Departments, thus affording an additional 
safeguard that the items coming through 
the Cashier’s cage will be posted to the 
proper accounts. To save time and expense 
in mailing, these forms are made in a size 
suitable to be used in window faced envel- 
opes. On the bottom of these forms is a 
place provided for a machine-posted receipt 
transcribed thereon, by the machine, when 
the customer makes his payment. 

After these six forms have been prepared 
both for the Trust Department and Real Es- 
tate or Mortgage Departments, by an em- 
ployee of the Cashier’s cage, they are dis- 
tributed as follows: 

The interest or rent notice, second notice, 
and follow-up copy are passed to the Mort- 
gage Department or Real Estate Depart- 
ment for filing for future use. The other 
three copies; namely, for the Trust Depart- 
ment, Mortgage Department or Real Estate 
Department, and Auditing Department, are 
retained by the Real Estate Cashier, all 
three being kept together in a tickler where 
they are filed according to the location of 
the premises. 

After the notices have been sent out by 
the Mortgage Department or Real Estate 
Department, through the mail, the Real Es- 
tate Cashier is ready to receive the income, 


Method of Recording Income 


There is only one real way of controlling 
these types of income and that is through a 
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machine-posted system with an audit con- 
trol settlement embodied therein. 


First, the keys on the machine are so 
arranged that income is classified as the en- 
tries are placed therein, as to mortgages or 
real estate belonging to the Trust or Agency 
accounts. The machine is locked by an 
auditor and its opening is controlled by him 
at all times. He clears the machine and 
makes settlement at the end of each day. 


The totals appearing on the settlement 
which are automatically placed thereon by 
the machine when the auditor clears it, must 
be in agreement with the rent and interest 
tickets as well as the cash, which the teller 
of the Cashier’s cage has in his possession, 
for that day’s work. When in agreement, 
the teller and auditor each sign the settle- 
ment sheet and that sheet is then taken by 
the auditor. Henceforth, the auditor uses 
that settlement sheet as a basis for his 
future checkings. 


Handling Payments 


There are four different types of trans- 
actions which the Real Estate teller will 
handle in the acceptance of interest or rent: 

Where the customer desires to pay his 
interest or rent in full and has his bill with 
him; where he does not have his bill with 
him; Where he desires to pay on account 
and has his bill; where he does not have his 
bill. 


The methods of handling payments under 
these various conditions are quite similar. 
For the purpose of illustrating the method 
of handling payments through the machine, 
let us assume that the customer desires to 
pay his interest or rent in full and presents 
his bill when making that payment. The 
teller’s first duty is to remove all three 
copies from his tickler file; namely, Mort- 
gage or Real Estate Department, Trust De- 
partment copy and auditor’s copy, and to 
compare the information contained thereon 
with the bill submitted by the customer. 
Then there ensues a double operation—first, 
the bill itself is inserted in the machine and 
when payment is recorded therein a receipt 
is transcribed to the customer’s bill and is 
returned to him. If the payment is by 
check, this check is inserted in the machine 
simultaneously with the bill and on the back 
of that check is recorded the identity of the 
transaction. 

After the customer has been disposed of, 
the three copies of the form retained by the 
Real Estate Teller are inserted in the ma- 
chine and upon each is recorded the trans- 
action, being written proof ty those who ul- 
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timately receive these forms as posting me- 
dia that the payment appearing on the back 
of these slips has been recorded through the 
machine. 


At the end of the day when the teller is 
ready to settle his work, he must get in touch 
with an auditor who unlocks and clears the 
machine upon the settlement sheet recently 
referred to. To the four separate totals ap- 
pearing on this sheet classified as Trust, 
Agency, Company, and Mortgagee in Pos- 
session, the teller must settle, first as to the 
total receipts in his cash drawer and next 
with the totals of the tickets which he has 
classified during the day into the four se- 
gregations. After settling, the teller makes 
a machine run of the tickets belonging to the 
Trust, Mortgage and Real Estate Depart- 
ment, and passes them on to these respec- 
tive departments as their posting media. 

Accompanying the tickets to the Trust 
Department are two checks of the Real Es- 
tate Teller drawn to the order of the Trust 
Department, one representing Agency funds 
collected and the other for trust funds. A 
similar check accompanies the tickets to the 
Real Estate Department which department 
maintains the records of the Mortgagee in 
Possession accounts. The auditor takes his 
copies of all the transactions together with 
the settlement sheet, and the following day 
he audits the machine posted journal sheets 
of the Trust, Mortgage, and Real Estate 
Departments to account for all of the tickets 
he has in his possession which are exact 
copies of those sent to the various depart- 
ments as their posting media. Also, the 
auditor’s copy acts as a posting medium to 
his own individual set of interest and rent 
records. 


Real Estate Teller’s Cash 


A special checking account known as 
“Clearance Account” is maintained in the 
Commercial Department of the bank to 
which is deposited, daily, all income taken 


in by the teller. From this account the 
teller disburses daily, by check, the monies 
belonging to each department for which the 
income was collected. The check requires 
two signatures, that of the Real Estate 
Teller, and the countersignature of a desig- 
nated auditor. This “Clearance Account” 
check is made in triplicate, the duplicate and 
triplicate representing copies for the teller 
and auditor respectively. Theoretically, 
there is never any balance in this “Clearance 
Account,” but actually there is a balance 
which remains for the period of time that 
it takes the checks, drawn thereon, to clear. 











The Orphan’s Court of Philadelphia 
County prohibits the depositing of trust 
funds in the Commercial Department of the 
same institution that is acting as fiduciary. 
However, the National Banking Laws do not 
prohibit such deposits in the Commercial 
Department, providing bonds are deposited 
with the Trust Department by the Commer- 
cial Department to secure these funds. 


From the card records of interest and rent 
maturities maintained by the auditor, a com- 
plete list of all delinquencies over thirty 
days is prepared by him, a copy of which 
is handed to the Real Estate Officer. Sim- 
ilar lists are prepared and handed to the 
same officer by the Mortgage and Real Es- 
tate Departments. However, the one pre- 
pared by the auditor and given to the Real 
Estate Officer acts as a check upon the 
records of the other two departments. From 
this list the Real Estate Officer prepares 
direct communication, usually in writing, 
with those who are delinquent. 


Each institution has different internal ac- 
counting records which, naturally, will af- 
fect the installation of such a system. Any 
bank planning such an installation will need 
to devote considerable time in studying the 
various problems incident thereto. In the 
case of our own bank the preliminary work 
covered a period of over six months, but we 
were amply rewarded by the ease of instal- 
lation and the smoothness of operation re- 
sulting from our careful analysis and edu- 
cational groundwork among the employees 
affected. 


Sound Mortgage Lending of the Fu- 
ture 


DR. HANS HEYMANN, Author of ‘Property-Life 
Insurance’, reviewed in this issue. Bulletin of 
Savings Banks Assn. of Nw York. Mar. 31, 1939. 


N order to establish the most perfect form 

of money lending in the United States, I 
would like to draw attention to three decis- 
ive steps which can be taken at once and 
which would work miracles: 


1. A new scientific appraisal service, ad- 
vised by an organized construction and 
rating institution. 


bo 


. The correct performance of the finest 
system of amortization. 


3. The introduction of Property-Life In- 
surance for permanent safe-guard, sur- 
vey and replacement of the mortgaged 
properties by slight enforcement. 
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First of all we need a reform to furnish 
the incentive to economically sound con- 
struction (including prequalification tests, 
laboratory tests (a) chemical (b) physical 
(c) x-ray examination and appraisals based 
upon valuation and depreciation, structural 
ratings, life expectancy of physical prop- 
erty-standards and_ specifications). The 
lenders were so presumptuous that they cre- 
ated buildings by their financing without 
more than rudimentary knowledge of what 
they created. They merely considered the 
cost of erection without thought or knowl- 
edge of what the maintenance and operating 
cost would be during the economic life of 
the building, costs which vary as much as 
150 per cent of the original investment. The 
statistics of foreclosure and repossession 
served to show conclusively that their lack 
of discrimination was a cause of stupendous 
losses. The proposed study will lead to- 
ward the right procedure. Mortgage lend- 
ers have long since felt the absence of an 
instrument to rationalize automatically, . 
maintenance and replacement of the mort- 
gaged properties; such mechanism did not 
exist and must be completed and introduced 
into money lending practice, 


Second, we should apply the law of con- 
trolling conditions. Within the soil, about 
the neighborhood and within every structure 
are controlling conditions which will pre- 
determine results. 


Third, we shall be studying the economics 
of building which have been shamefully neg- 
lected in the past, because they were not 
required by the money lenders. These 
studies include many things of importance, 
the economic height, the depth of rental 
space, the efficiency of fuel use, decora- 
tions, use of elevators and so on, which de- 
termine the success or failure of an enter- 
prise. Further registration of real estate 
by extending the Torrens System, and cer- 
tified building registry, similar to Lloyds 
Registry for Ships—a rating and certifying 
institution—could also be included in the 
studies. 


Fourth, the question of speculative busi- 
ness or long-term investments must be in- 
vestigated. The British look upon housing 
more as an investment. It may be that 
America could learn something from the 
English building system. The Federal hous- 
ing plan must be considered in both its as- 
pects: (a) modernization (b) the so-called 
F.H.A. “insurance,” and how the whole plan 
could be reformed, safe-guarded and com- 
pleted. 
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Mortgage Money and Property Life-Insur- 
ance Keys to Better Building 


Fifth, scientific financial management of 
capital will be accomplished through build- 
ing life insurance, as well as factory, ma- 
chinery and ship-life insurance. The sub- 
jects of mortgage banks, ship-mortgage 
banks, and other mortgage banks will be 
studied. 

Sixth, it is common opinion that in Amer- 
ica a new industry of housing could rank 
in size among our leading industries. But 
planned housing and city planning will in 
the future be inseparable from planned re- 
pair and replacement service. Here again 
the question of repair by F.H.A. plan or 
planned repair assurance through Property- 
Life Insurance must be studied, which will 
bring us to the solution of the obsolescence 
problem. 

Finally we shall come to the definite con- 
clusion that organized and systematic re- 
production of capital is the way out of the 
critical American investment situation. On 
the basis of Property-Life Insurance, long 
term credits will automatically become per- 
petual revolving credits. Through planned 
and continual rejuvenation of properties 
and creative credits, positive prevention of 
residential slums and blighted areas can be 


attained. 


Property-Life Insurance Legal Adjunct to 
Mortgage Instrument 


To the greatest benefit of the money lend- 
er and property owner is the fact that there 
are sufficient protective advantages in 
Property-Life Insurance for mortgage lend- 
ers so that it may be expected that, where 
such contracts are in force, there can be 
more liberality in the matter of term, 
amount, and even in the rate of the loan. 

Protection for the mortgagee is sufficient 
so that in European practice a policy was 
successfully recommended as a legal adjunct 
to the mortgage instrument. The mort- 
gagee then has a more scientific appraisal 
of the probable life of the property than 
has been common heretofore, so that he is 
better able to determine the maximum term 
and amount with which he can lend with 
safety. He is certain, too, when the policy 
is an adjunct of the loan, that the liquid 
part of the owner’s equity is constantly in- 
creasing in the ratio of depreciation, and 
that a permanent liquidity is assured which 
releases the property from the stigma of 
being a “frozen asset.” He knows that the 
property will be maintained in good income 
producing condition, and that unexpected 
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expenses for repairs will not interfere with 
a regular budget for taxes and interest. 


Advantages of Property-Life Insurance 
Compared with Straight Amortization 


The advantages attainable by the amor- 
tized mortgage alone are insufficient. The 
amortization quota of capital must be ef- 
fectuated and entrusted to the hands of a 
separate and independent institution. By 
a planned combination of these amortiza- 
tion quotas with the risk premiums of capi- 
tal the best possible results can be achieved 
to overcome the capital risks. 

In comparing straight amortization of a 
mortgage with entrusting the amortization 
quotient to a Property-Life Insurance Com- 
pany until maturity, the following advan- 
tages are evident: 


(1) Property-Life Insurance insures all 
vitally important repairs. Amortization 
does not insure and gives no indemnifica- 
tion. 

(2) Property-Life Insurance places funds 
at the disposal of the mortgagor (and mort- 
gagee) for extensive alterations, rehabilita- 
tion, modernization, etc. Amortization only 
reduces the debt. 

(3) Property-Life Insurance under the 
policy conditions guarantees that the mort- 
gaged property will in reality have the ex- 
pected life duration. Through amortization 
such a guarantee is not offered. The amor- 
tization period is fixed arbitrarily and not 
scientifically. 

(4) Property-Life Insurance relieves the 
money-lenders of the operating costs on the 
small annual installments, and helps to re- 
duce the general administration costs in giv- 
ing the money-lenders an equivalent by util- 
izing the inspection service of the Prop- 
erty-Life Insurance Company. 

(5) Property-Life Insurance protects the 
earning power of the building and forces 
the owner not to consume the entire profit 
derived from the property but to set aside 
every year a small amount for rainy days, 
sure tocome. The amortized mortgage does 
nothing for the protection of the earning 
power. 

(6) Property-Life Insurance reduces the 
percentage of foreclosure to a minimum be- 
cause in a great many cases the high costs 
of diseases and ailments, which lessen the 
earning power, bring about foreclosures. 
The amortization prescribed cannot mini- 
mize foreclosure. 

(7) The Property-Life Insurance policy 
indirectly and in reality does consider ob- 
solescence. The increasing accumulated loss 
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reserves on Property-Life Insurance offer 
in nearly all cases the substitutional equiva- 
lent for the loss incurred through obsol- 
escence. The amortized mortgage does not 
consider obsolescence. 

(8) Through Property-Life Insurance the 
frozen assets of the money lending institu- 
tions can largely be avoided, if at least a 
part of amortization be used for Property- 
Life Insurance. 

(9) Property-Life Insurance does not im- 
pose an additional burden upon the mort- 
gagor. The premiums are generally not 
higher than amortization because compound 
interest is applied. 

(10) The rights and benefits of the Prop- 
erty-Life Insurance policy can be assigned 
to the mortgagee. Furthermore it can be 
settled by agreement between the assured as 
mortgagor and the money-lender as mort- 
gagee, that the mortgagor reinstate the 
policy to the original amount after each in- 
demnification. 

(11) The eventual amortization of the full 
amount of the mortgage is safeguarded dur- 
ing the whole term of the mortgage until 
maturity, so that at maturity of the mort- 
gage the Property-Life Insurance satisfies 
the loan. 


woe) 
Digests 


Irregularities of Testamentary Ex- 
pression 


ALVIN E. EVANS, Dean Kentucky Law School. 
Kentucky Law Journal, Mar. 1939. 


Discusses (a) misdescriptions, (of bene- 
ficiaries or property), (b) loose, inexact or 
informal descriptions, (c) eliptical or in- 
complete expressions by testator, (d) faulty 
enumeration of beneficiaries, (e) identity 
of the executed instrument, and (f) dub- 
ious assertions respecting advancements. 
Examines first the distinction between latent 
and patent ambiguities. (Bacon’s doctrine) 
and Wigram’s plain meaning rule. 


The Transfer Agent’s Dilemma; Con- 
flicting Claims to Shares of Stock 


FRANK L. DEWEY, Root, Clark, Buckner & 
Ballantine, New York City. Harvard Law Re- 
view, Feb. 1939. 


Discusses liability of the corporation to 
the legal owner or beneficial owner for un- 
authorized and improper transfers of stock, 
effect of notice of other types of equitable 
interests, liability for improperly refusing 


requests to transfer, how to deal with con- 
flicting claims, and proposed legislation. 


The Institution of Property 


HARVEY PINNEY, Instructor in Government, 
New York University. Yemple Law Quarterly, 
Feb. 1939. 


An analysis and criticism of the book of 
the same title by Noyes, tracing the evolu- 
tion of legal and property concepts. Sug- 
g sts extension of study “to the broader 
general working relations between men and 
the economic and material objects which 
they control or seek to control.” 


Profits—Income or Corpus? 


Temple Law Quarterly, Feb. 1939. 


Discusses respective rights of life tenant 
and remainderman to “profits.” Undertakes 
definition of the word, and suggests its 
proper meaning. 


Powers of Trustee-Directors to Carry 
on Business of Decedent 


Cornell Law Quarterly, Feb. 1939. 


Analyzes In re Doelger’s Estate, 254 App. 
Div. (N.Y.) 178, in which testator author- 
ized his executors to continue his business 
and to form a corporation for that purpose, 
the executors to. be directors. Discusses 
problem of how far such directors can con- 
trol the destinies of the corporation, and 
the extent to which the probate court will 
interfere in management thereof. 


Meaning of “Issue” in Testamentary 
Gifts 


Michigan Law Revicw, Feb. 1939. 


Deals with apparently new trend in judi- 
cial construction of word “issue” in wills, 
based on two recent cases. (See Dolbeare 
v. Dolbeare, July 1938 Trust Companies, 
116). 


Section 820 of the Revenue Act of 
1938 
JOHN M. MAGUIRE, STANLEY S. SURREY 


and ROGER JOHN TRAYNOR. Yale Law Jour- 
nal, Feb. and Mar. 1939. 


A very detailed analysis of the ramifica- 
tions of Section 820 dealing with the prob- 
lem of adjusting the statute of limitations 
so as to insure taxation of income and al- 
lowance of deductions in the year to which 
properly allocable. 
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Indenture Securities and the Barkley 
Bill 


TALCOTT M. BANKS, JR., member Massachusetts 
Bar. Yale Law Journal, Feb. 1939. 


Presents a constructive criticism of the 
Barkley Trust Indenture Bill now pending 
in Congress. While recognizing need for 
“substantial improvement by some means,” 
author declares enactment of Bill in pre- 
sent form would be “unfortunate.” Sug- 
gests a simple alternative statute. 


Testamentary Libel 


Georgetown Law Journal, Feb. 1939. 


Discusses the question of liabiltiy of the 
estate for libelous matter contained in the 
will of the decedent, in the face of the com- 
mon law rule that “a personal action dies 
with the person.” Points to new, more log- 
ical trend in the decisions. 
Income Tax Reduction. A New Ap- 
proach 


RALPH R. NEUHOFF. Neuhoff & Millar, St. 
Louis, Mo. Taxes, Feb. 1939. 


Suggests checking taxpayer’s situation 
against a small number of basic principles 
rather than against a large number of 
apparently distinct plans, in order to re- 
duce income taxes to the lowest legitimate 
amount. Characteristics of income tax 
laws to which reference should be made are 
outlined. 


Commingled Investment by Corporate 
Fiduciaries in Pennsylvania 


University of Pennsylvania Law Review, Mar. 
1939. 


Discusses development and types of com- 
mingled investment, creation of such funds 
under the statute, restrictions thereon, man- 
agement of such a fund, liquidation of com- 
mingled funds, and taxation questions. 


Inter Vivos Trusts and the Doctrine 
of Worthier Title 


Yale Law Journal, Mar. 1939. 


“The common law doctrine of worthier 
title precludes a transferor from constituting 
his right heir a purchaser; a conveyance or 
device in violation of this rule is considered 
a nullity, and the property passes by de- 
scent.” Discusses effect of this rule in con- 
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nection especially with City Bank Farmers 
Trust Co. v. Miller, July 1938 Trust Com- 
panies, 117, and advocates statutory aboli- 
tion of the doctrine because of its undesir- 
able consequences. 


How the Law Controls Trust Opera- 
tions—The Bank’s Responsibility 
as a Transferee 
LAWRENCE R. BLOOMENTHAL, Attorney & 


Tax Consultant, Chicago. Bankers Monthly, Mar. 
1939. 


Discusses liability of fiduciaries as trans- 
ferees of property of insolvent debtors. 


The Aftermath of Douglas v. Willcuts 
Harvard Law Review, Mar. 1939. 


Treats the question of taxing income from 
an irrevocable trust in satisfaction of the 
settlor’s legal obligations, as developed 
since the decision in Douglas v. Willeuts, 
in 1935, by the United States Supreme 
Court. Discusses decisions of lower federal 
courts as to the operative facts in the Doug- 
las case. Suggests a different approach 
from the discharge of obligation rationale. 


“Per Stirpes or Per Capita” 


CHARLES C. WHITE, chief title officer, Land 
Title Guarantee & Trust Co., Cleveland. Univer- 
sity of Cincinnati Law Review, Mar. 1939. 


Deals primarily with the question as to 
what is meant by “per stirpes.” 


The Uniform Trusts Act 


HARRY W. VANNEMAN, professor of law, Ohio 
State Univ. and FRANK S. ROWLEY, professor 
of law, Univ. of Cincinnati. University of Cin- 
cinnati Law Review, Mar. 1939. 


A critical study of the Act recently adopt- 
ed by the National Conference of Commis- 


sioners on Uniform States Laws with par- 
ticular reference to Ohio Law. 


A Bird in Hand is Worth $1.25 in the 
Future 


HENRY N. RAPAPORT, member New York Bar. 
Real Estate News, Feb. 1939. 


Discusses the advisability of selling guar- 
anteed mortgage certificates at a discount, 
and answers criticisms to the suggestion 
contained in a previous article. 


Other Articles 


Inheritance Taxation and Powers of Ap- 
pointment, by John F. Thompson—Wis- 
consin Law Review, Mar. 1939. 
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Some Methods of Capital Transfers under 
the Federal Income Tax Laws, by Paul 
Harvey — Michigan Law Review, Mar. 
1939. 


A Plan for Pooling the Investments of En- 
dowment Funds—Journal of Accountancy, 
Jan. and Mar. 1939. 


The Hazard of Fraud in Deeds of Trust— 
Yale Law Journal, Mar. 1939. 


Effect of Uniform Stock Transfer Act Up- 
on Gratuitous Transfer of Corporate 
Shares by Written Agreement—Yale Law 
Journal, Mar. 1939. 


Specific Legacies of Unspecific Things, by 
Philip Mechem—University of Pennsyl- 
vania Law Review, Mar. 1939. 
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Multiple Domicile in Inheritance Taxation, 
by H. Appleton Federa—Tazes, Mar. 
1939. 

Tax-Exempt Bonds—Shall We Remove the 
Exemption?, by George W. Rice—Tazes, 
Feb. 1939. 

Federal Taxation of State and Local Bonds, 
by John P. Wenchel—Tazxes, Mar. 1939. 

Validity of Estate Law Regulations 80, by 
John E. Hughes—Tazxes, Mar. 1939. 

The Present Status of Stock Dividends un- 
der the Sixteenth Amendment, by George 
F. James—University of Chicago Law 
Review, Feb. 1939. 

Fiduciary Liable for Federal Estate Tax. 
by Lawrence R. Bloomenthal, Bankers 
Monthly, Feb. 1939. 


The Job of Floorman 


ROBERT GAGE* 


His General Appearance 


Neat, cheerful, awake. 
Courteous and understanding. 
Sure of himself, and patient. 


Customer or New Prospect 


Use tact in greeting customer. 
served but not dull. 

Observe if customer is lame, or deaf, 
ete. and act accordingly. 

Be sure of yourself, pay attention to 
what is told you. Do not hurry cus- 
tomer to his appointment. 

Be composed and even in disposition 
at all times and try and see his side of 
the road! 

If room seems unusually active, don’t 
run about the room. 

Understand what customer or prospect 
wishes; whom he wishes to see, etc., 
and knowing who are on the floor, see 
that customer sees the desired person 
or his secretary or next officer in order. 
Be sure customer makes a contact, 
without embarrassment to him. 
Understand customer’s message, talk 
clearly to him and to those with whom 
he is about to meet. 


Be re- 


*Mr. Gage is floorman in the trust department 
of The New England Trust Company, Boston. 
He submitted this outline of his duties to Leon M. 
Little, vice president of the department who for- 
warded it to TRUSTS and ESTATES. 

As the above indicates, Mr. Gage is no ordinary 
floorman. He has made a position out of what 
many of us would call a job. 


9. Be sure customer is seated before you 
leave him. 

10. Make customer feel at ease without 
“spilling” over him. 


11. Study customers so as to be able to 
remember them next time by name. 


Care of Room 


1. See that desk and needs of officers and 
clerks are in order and kept up—sup- 
plies, etc. 

Watch for the needs of officers and 
personnel respecting "phones, or calls 
from conference rooms. 

Be ready to carry out instructions and 
errands, directed to other departments 
of bank or elsewhere. 

Know when officers are to return to 
their desks, or are out for the day or 
days. 


Follow-Up 


1. Rooms and desks left by customers— 
See if they have forgotten any arti- 
cles. 

Be alert to activity about gate and ele- 
vator doors. 

Do not leave desk too often, to avoid 
keeping customer waiting for atten- 
tion. 

Look about room often to size up the 
number present and condition of room’s 
activity. 

Be on the Job and give it (the Job) char- 

acter and life by being observant and pains- 
taking. 





Bane-Trust Law Club of Cleveland 


EN years ago, a few men with ex- 

perience or training in law from each 
of the Cleveland trust companies and 
banks started a novel discussion group 
which may well set the style for informal 
group meetings of trust attorneys in 
many other cities, and which cannot help 
but promote a valuable spirit of cooper- 
ation. 


The group meets for discussion of cur- 
rent court decisions and recent legisla- 
tion affecting their work in such institu- 
tions. It was their custom to have the 
evening meal together at six o’clock, fol- 
lowed by an hour of discussion and to 
adjourn about eight o’clock. 


A president was selected each year to 
preside and a secretary elected to ar- 
range for the dinner meetings (held once 
a month, except in summer months) but 
there was no formal organization nor 
any dues. A few years later it was 
thought that the organization should at 
least have a name and “Banc-Trust Law 
Club” was adopted as expressive of the 
purpose of the group. There have never 
been any dues. The Club languished dur- 
ing the bank “holiday” of 1933 but meet- 
ings were resumed a few years ago and 
follow the old plan of informality, a min- 
imum of organization, and prompt ter- 
mination of discussion at eight o’clock. 


We are indebted to Henry Pirtle, trust 
officer of The Cleveland Trust Company, 
for the following description of the club’s 
activities. 

All members of the Club are members 
of the Bar and are in the employ of 
Cleveland banks and trust companies. 
While the original membership was not 
limited to men in the trust departments 
and legal departments, the present mem- 
bership is so employed. There is about 
an even division in sentiment among the 
members between those who wish to re- 
strict the discussions to matters present- 
ed by members of the Club and those 
who desire to invite practicing lawyers 
to present their views of various trust 
and banking law problems. The result 
has been that the Program Committee 


has divided the monthly programs about 
equally between members of the Club and 
outside attorneys. 


The following list of subjects shows 
the general nature of the programs. At 
the first meeting last fall the chairman 
of the Ohio State Bar Association’s Com- 
mittee on Probate Code was invited to 
address the Club upon the amendments 
which the Bar Association expected to 
present to the Ohio legislature for adop- 
tion as part of the probate code. This 
gave the Club members first-hand in- 
formation concerning all proposals and 
the latest thought upon the subject, in- 
cluding a resume of the comparative leg- 
islation in other states. 


At another meeting one of the Club 
members presented the results of his re- 
search in preparation for the thesis re- 
quired of him in his work in the trust 
course at Rutgers University. Other 
addresses by Club members and outside 
attorneys have included the subjects of 
“Attachment and Aid Proceedings as 
They Affect Banks and Trust Com- 
panies,” “Gifts in Contemplation of 
Death,” “Deviation from Terms of the 
Trust Instrument.” Another member in- 
formed upon the subject was requested 
to outline the bills pending before the 
legislature or recently adopted which 
most directly affect the work of banks 
and trust companies. 


That members of the Club have felt 
themselves amply repaid for the time de- 
voted to the Club meetings is evident 
from the consistent attendance and keen- 
ness of discussions on current trust law 
developments. 


The Trustee is Personally Liable 


The Travelers Insurance Company, Hart- 
ford, Conn., has recently issued a _book- 
let entitled “The Trustee is Personally 
Liable,” Credit is given Trust Companies 
Magazine, now Trusts and Estates, in which 
was published the original article by A. 
Holt Roudebush, and from which much of 
the material is taken. The booklet deals with 
the trustee’s duty of managing real estate. 
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The Trust & Estate Library 


“To know that which lies before us in daily life 
is the prime wisdom’”—MILTON 


Assignment of Life Insurance Policies 
as Collateral Security 


ROBERT C. TAIT, assistant trust officer, Genesee 
Valley Trust Company, Rochester, New York. The 
Graduate School of Banking, 22 East 40th Street, 
New York, 1939. $2. 151, pps. 


Mr. Tait’s book, based on his thesis for 
the Graduate School of Banking, should be 
of considerable interest not only to banks 
and insurance companies but to practicing 
attorneys as well. Regardless, as the author 
points out, of whether borrowing against 
cash values is properly a banking or an in- 
surance matter, many commercial banks are 
holding assigned policies and the question 
of proper assignment is likely to continue. 

The book consists of four parts. The first 
section deals with the legal aspects of the 
assignment of life insurance policies, cov- 
ering the laws of most of the states. The 
second part discusses the insured’s rights 
and powers which should be conveyed in any 
collateral assignment which he makes to a 
bank. 

Part III consists of an analysis of the 
advantages and disadvantages of various 
methods and forms of assignment. Ten ac- 
tual assignment forms, including the new 
proposed standard form of collateral as- 
signment recently approved by joint com- 
mittees of the American Bankers Associa- 
tion and the Association of Life Insurance 
Counsel, are presented and discussed. 

The concluding section describes the 
proper procedure in making insurance loans, 
the selection of the most suitable assign- 
ment form in each case, and desirable fu- 
ture developments. 


Corporations and Their Financing 


HASTINGS LYON. D. C. Heath & Co. 
946 pps. 


$4.25. 


To understand corporate issues of securi- 
ties, the author contends that it is neces- 
sary to comprehend two basic factors: the 
nature and process of functioning of the 
corporate group, and of mortgages. There- 
fore, he treats these two subjects before 
discussing the thesis of the book. In addi- 
tion, he has discussed, within the limitations 
imposed by the shortness of its existence, 
recent Federal legislation affecting issuance 
and marketing of securities. Legal back- 
ground is also included so that all in all it is 
a very able presentation of the entire sub- 
ject. 


—--—-0 
Property-Life Insurance 


HANS HEYMANN. Harper & Brothers. 
221 pps. 


$3.00. 


The author here describes a mechanism 
invented by him which is designed to do for 
physical property what life insurance as 
known today does for human beings: pro- 
vide for replacement upon “death.” In oth- 
er words, a means is suggested of insuring 
against the time when physical objects have 
“no real, economic justification.” 

The plan has been acclaimed by authori- 
ties as the key to better mortgage lending 
and restoration of confidence in capital in- 
vestment. It should receive the study of 
every individual and institution interested 
in housing, industrial and investment prob- 
lems. 
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Smythe’s Valuable Extinct Securities 
Guide, 1939 Edition 


R. M. Smythe, Inc. $3.00. 128 pps. 


The Guide lists some 5,500 supposedly 
worthless securities which for various rea- 
sons actually have definite value, whether 
in the form of liquidating dividends, fore- 
closure payments, cash surrender values, 
etc. While no guarantee is given as to the 
accuracy of the information, the 60-year re- 
cord of the company stands behind the pub- 
lication. 

———_9———_—____— 


The Evolution of Finance Capitalism 


GEORGE W. EDWARDS. Longmans, Green & 


Co. $4.00. 429 pps. - 


This volume is divided into three parts. 
Part I deals primarily with the historical 
aspects of British, French, and German se- 
curity capitalism; part II with the evolution 
of American security capitalism; and part 
III with the problems of American security 
capitalism. The author concludes that: “the 
non-financial institutions of security capi- 
talism in the United States can be strength- 
ened by maintaining a democratic system 
of government, avoiding the clash between 
banking and industrial security capitalism, 
taking positive measures to promote world 
peace, reviving international trade and in- 
vestment, securing international monetary 
stabilization, adjusting production to chang- 
ing markets, widening the social support 
of security capitalism, developing a realis- 
tic financial philosophy and recodifying the 
laws relating to security capitalism.” 

Among the financial reforms suggested is 
the organization of a Federal Finance Board 
which would be built around the Federal 
Reserve System and which would control 
capital issues as well as coordinate the var- 
ious activities of governmental regulatory 
agencies. Of interest to trust officers is 
the suggestion that “there should be a uni- 
form law on the legal list” for all 48 states 
and that “greater latitude in the type of in- 
vestment should be allowed, in the case of 
trust and insurance funds and the purchase 
of preferred or even common stock should 
be permitted.” 

He also observes: “Over the years not 
only has there developed in this country a 
set of conflicting laws on legal investments 
for trust funds within the various states, 
but this confusion has been further accen- 
tuated by the continual outpouring of opin- 
ions made necessary in order to explain the 
complicated technical provisions of these 
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laws. For this reason, there is need of a 
complete revision of state laws to the end 
that simplicity and clarity in these statutes 
may be obtained.” 


a 


Queen of Bermuda Will be Virginia 
Bankers Convention Hotel 


Everything is in readiness for the 
forty-sixth Annual Convention of the 
Virginia Banker’s Association to be held 
on board the S. S. Queen of Bermuda on 
May 14th to 19th. 

There have been over 500 reservations 
made to date and indications point to a 
possible crowd of 700, the ship’s capacity. 

Apparently one of the best methods 
to assure a large representation is to 
hold a convention cruise. The idea of 
combining the many pleasant social and 
sports events of the cruise and the beau- 
tiful scenery of Bermuda with the con- 
vention business doubtlessly appeals to 
many who have become bored with the 
conventional convention. 

At best, attending conventions is an 
exacting task that saps energy. Rather 
than returning full of enthusiasm and 
energy to apply the lessons learned, one 
is more apt to be in need of a vacation. 
A cruise supplies the rest and relaxation 
and change which keeps the delegate in 
fine shape for his business on board and 
on returning to his desk. The Virginia 
Bankers and other Associations which 
use the convention cruise idea are to be 
commended. 
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Treaties to End Double Taxes 


The State Department has announced 
that it is negotiating a series of treaties 
with foreign governments designed “to 
relieve American business interests and 
investors of the burdens of international 
double taxation.” The first treaty was 
signed last month with Sweden. It is 
intended to prevent Swedes and Amer- 
icans with investments in both countries 
from being taxed by both countries on 
the same investments. It also contains 
provisions for each country to assist the 
other in preventing tax evasion. 
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The following attorneys, recognized authorities on fiduciary law, are collab- 
orating with Trusts and Estates to provide succinct digests of the most pertinent 
current decisions affecting fiduciaries. The case reports in the succeeding sec- 
tion are selected and briefed at their discretion. 


CALIFORNIA: Walter L. Nossaman—tTrust Counsel, Security-First National Bank of 
Los Angeles 

COLORADO: Montgomery Dorsey—Hughes & Dorsey, Denver 

CONNECTICUT: Allan K. Smith—Day, Berry & Howard, Hartford 

DAKOTAS (NORTH & SOUTH): Perry F. Loucks—Attorney-at-Law, Watertown, S. D. 

DELAWARE: Paul Leahy—Ward & Gray, Wilmington; Counsel, Delaware Trust Co., 
Union National Bank, Central National Bank, Industrial Trust Co. 

DISTRICT OF COLUMBIA: Arthur C. Keefer—Attorney-at-law, Washington, D. C.; 
Professor of Real Property, Washington College of Law 

FLORIDA: Warren L. Jones—Fleming, Hamilton & Diver, Jacksonville; Counsel, 
Barnett National Bank 

GEORGIA: Pope F. Brock—Spaulding, Sibley, Troutman & Brock, Atlanta; Counsel for 
Trust Company of Georgia 

ILLINOIS: R. J. Frankenstein, Jr—Chapman and Cutler, Chicago; Counsel, Harris 
Trust & Savings Bank 

INDIANA: William H. Krieg—Jones, Hammond, Buschmann & Gardner, Indianapolis; 
Counsel for Indiana State Bankers Association 

IOWA: Eugene D. Perry—Stipp, Perry, Bannister & Starzinger, Des Moines 

KANSAS: Marlin S. Casey—Counsel, Columbian Title & Trust Company, Topeka 

KENTUCKY: Squire R. Ogden—Gordon, Laurent, Ogden & Galphin, Louisville 

LOUISIANA: John M. Wisdom—Wisdom & Stone, New Orleans 

MAINE: Carroll S. Chaplin—Chaplin, Burkett & Knudsen, Portland 

MARYLAND: J. Crossan Cooper, Jr.—Venable, Baetjer & Howard, Baltimore 

MASSACHUSETTS: Guy Newhall—Attorney-at-law, Lynn; Reporter and Lecturer for 
Corporate Fiduciaries Association of Boston 

MICHIGAN: George B. Shaeffer—Shaeffer and Dahling, Detroit; Counsel for Union 
Guardian Trust Company 

MINNESOTA: James E. Dorsey—Fletcher, Dorsey, Barker, Colman & Barber, Minne- 
apolis; Counsel for First National Bank & Trust Company, Minneapolis 

MISSOURI: Robert Neill, Jr—Thompson, Mitchell, Thompson & Young, St. Louis; 
Counsel for Mercantile-Commerce Bank and Trust Co. 

NEBRASKA: Frank D. Williams—Hall, Cline & Williams, Lincoln 

NEW JERSEY: J. Fisher Anderson—Anderson, Williamson, Rugge & Coleman—Coun- 
sel New Jersey Bankers Association; Commercial Trust Company of New Jersey, 
Jersey City. 

NEW YORK: Joseph Trachtman—Mitchell, Taylor, Capron & Marsh, New York; Coun- 
sel for City Bank Farmers Trust Company 

NORTH CAROLINA: Irving Carlyle—Manly, Hendren & Womble, Winston-Salem 

OHIO: R. P. Biechele—Attorney, The Cleveland Trust Company, Cleveland. 

OKLAHOMA: J. C. Pinkerton—Associate Counsel, First National Bank & Trust Co., 
Tulsa 

OREGON: Earl S. Nelson—Griffith, Peck & Coke, Portland 

PENNSYLVANIA: R. M. Remick—Saul, Ewing, Remick & Saul, Philadelphia 

RHODE ISLAND: Colin MacR. Makepeace—Tillinghast, Collins & Tanner, Providence 

TENNESSEE: Charles C. Trabue, Jr.—Trabue, Hume & Armistead, Nashville 

TEXAS: Robert Ring—Counsel, Houston Land & Trust Company, Houston 

VIRGINIA: Ellsworth Wiltshire—Wiltshire & Rives, Richmond 

WASHINGTON: Charles T. Donworth—Donworth, Paul & Donworth, Seattle; of 
Counsel for Seattle Trust & Savings Bank 

WISCONSIN: Ralph M. Hoyt—Shea & Hoyt, Milwaukee 

PROVINCE OF ONTARIO, Canada: T. D’Arcy Leonard, K.C.—Leonard & Leonard 
Toronto ; 

PROVINCE OF QUEBEC, Canada: Brooke Claxton—Stairs, Dixon & Claxton, Montreal 
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Fiduciary Decisions 


Charitable Trusts—Testator’s Heirs 
and Personal Representatives Have 
No Standing to Enforce Condition 


Massachusetts—Supreme Judicial Court 


Judkins v. Hyannis Public Library Assn., 
A. S. 401—-February 28, 1939. 


Action of contract. X bequeathed $8,000 
to the defendant for the purchase of a lot 
and the erection of a library building in 
Hyannis, “upon the express condition” that 
the building be called the Eagleston Library. 
The money was paid to the defendant in 
1915, but to the date of the suit the latter 
had neither purchased a lot nor erected a 
building. The plaintiff was the executor 
of the residuary legatee, and claimed the 
legacy because of the breach of the condi- 
tion. 

HELD: The plaintiff had no standing to 
bring the suit. The gift created a valid 
charitable trust, and the duty of enforcing 
it rested exclusively on the Attorney-Gen- 
eral. Neither neglect to carry out the trust 
nor any other breach of trust confers any 
rights upon the heirs or other legal repre- 
sentatives of the testator to recover in an 
action of law for their own use funds so 
dedicated to charitable purposes. 


(I 
Distribution— Advancements — Doc- 
trine Applicable Only if Decedent 
Dies Wholly Intestate 


Minnesota—Supreme Court 
In Re Estate of Herman Beier, Deceased. Opinion 
filed March 24, 1939. 


1939 


In his will testator made no provision for 
the disposition of his residuary estate. As 
a consequence the Court held that as to the 
residuary estate decedent died intestate. The 
will contained the following statement: 

“I have purposely omitted any bequests to my 
Son Fred W. Beier for the reason that I have al- 


ready given him his just share of my Estate in 
the sale of the farm to him.” 


The son, some time after the date of the 
will, assented thereto and agreed “to the 


conditions of said will and waive my statu- 
tory rights as to myself, my heirs or assigns 
as said surviving son or heirs under the 
laws of this State as now or may hereafter 
be in force.” The Probate Court ordered 
and decreed that the residue should pass to 
the two daughters and son of decedent and 
to children of a deceased daughter of dece- 
dent. One of the daughters appealed to the 
District Court which made findings confirm- 
ing the decree of the Probate Court. An 
appeal was thereafter taken to the Supreme 
Court on the question whether the son was 
entitled to share in the estate. In affirm- 
ing the judgment of the lower court, the 
Supreme Court held: 

1. The doctrine of advancements is based 
on the assumed desire of the donor to 
equalize the distribution of his estate among 
his children, hence the very foundation of 
the rule prevents the doctrine from apply- 
ing unless the ancestor dies wholly intestate. 

2. The provision in the will to the effect 
that the testator had purposely omitted 
making any bequests to his son has no ef- 
fect as to intestate property, amounting to 
nothing more than an expression of a “nega- 
tive disinheritance.” 

3. There was no release on the part of 
the son of his expectancy as an heir, there 
being no basis on which to found any such 
agreement between him and his father, nor 
was there any proof of an estoppel. 
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Distribution — Spendthrift Trusts — 
Foreign Attachment—Claim For 
Support and Maintenance by Wife 
Against Husband—Conflict of Laws 


Maryland—Court of Appeals 


Bauernschmidt v. Safe Deposit and Trust Com- 
pany, Trustee, Garnishee of Bauernschmidt, Daily 
Record, April 11, 1939. 


Wife, a resident of California, issued out 
of a Baltimore Court a foreign attachment 
against her husband, the Defendant, and 
laid it in the hands of the Safe Deposit and 
Trust Company, Trustee, as Garnishee. The 
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attachment was based upon a decree for 
separate maintenance passed by a California 
Court. The trust contained a “Spendthrift 
Trust” clause. 


The decree of the California Court was 
based upon an agreement between the hus- 
band and wife, the defendant and plaintiff, 
respectively, in the Maryland proceedings. 
Under the laws of California, such a decree 
is treated as a decree for alimony. Under 
the laws of Maryland it is treated as an 
agreement for support which could not be 
enforced by attachment for contempt. The 
Garnishee filed a motion to quash the at- 
tachment. 


HELD: Motion to quash granted. The 
enforcement of a foreign judgment or de- 
cree in Maryland can be done only in ac- 
cordance with the provisions of law applic- 
able to local judgments and decrees. Be- 
cause the claim may be called alimony else- 
where does not alter the practice and pro- 
cedure for its collection in Maryland, and 
the provisions of the spendthrift trust will 
prevail. 


SS 


Distribution — Spendthrift Trusts — 
Rights of Creditors as Against Sur- 
plus Income Over Amount Neces- 


sary for Beneficiary’s Support 


California—Supreme Court 


Canfield v. Security-First National Bank of Los 
Angeles, 97 Cal. Dec. 228, (Mar. 1, 1939). (For 
decision on previous appeal, see 61 Trust Compan- 
ies 197, Aug. 1935, and 66 Trust Companies 512, 
Apr. 1938.) 


Suit brought by judgment creditors of 
Charles O. Canfield, beneficiary of testamen- 
tary trust created under will of his father, 
to subject income of trust to payment of 
their claims. Will provided for payment 
of $100 per month income to Charles in all 
events and for discretionary payment by 
trustee of larger amounts up to total in- 
come, which during period here in question 
had varied from some $27,000 to $45,000 per 
year. Trust contains stringent provisions 
against alienation, voluntary or involuntary, 
by beneficiary. Decree awarding to credi- 
tors right to surplus income over amount 
necessary for beneficiary’s support affirmed, 
but portion of decree awarding to Canfield 
$30,000 as necessary for latter purpose re- 
versed. 


HELD: (1) Under Civil Code 859 pro- 
viding that the surplus of rents and profits 
from a trust above the sum necessary for 
education and support of beneficiary is liable 
to claims of his creditors, the latter may 
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reach such surplus, notwithstanding trust 
was, in express terms, both spendthrift (as 
authorized under C. C. 867) and discretion- 
ary. 

(2) $30,000 per year fixed by trial court 
as necessary for beneficiary’s support is ex- 
cessive and cause remanded for retrial on 
this issue. 

(3) Service of process in the various 
creditors’ suits effected equitable lien in 
their favor as against surplus which trustee 
might subsequently pay Canfield above 
amount necessary for his support. Trus- 
tee personally liable to creditors for these 
sums. As among themselves, liens accrued 
in order of priority of service of process. 


0: 


Distribution—Who Is Entitled To In- 
vestments in Name of “A and B or 
Survivor” 


Iowa—Supreme Court 
Sinift v. Sinift, February 7, 1939. 


Testator purchased four government 
bonds payable to “John Sinift and Nan 
Sinift or the survivor.” On his death, Nan 
Sinift claimed these bonds as her own and 
the plaintiff, as legal heir, brought this suit 
against her to establish them as a part 
of the assets of the estate. Nan Sinift 
claimed them on three separate theories, (1) 
as a gift, (2) on the basis of a trust ar- 
rangement and (3) on the theory that there 
had been a joint tenancy in the bonds. 

HELD: 1. There was no gift because 
John Sinift, who bought the bonds with his 
own money, did not irrevocably divest him- 
self of title, control and dominion over them. 
There was therefore no present gift. 

2. An attempt to make a gift in this man- 
ner to take effect in the future would be in- 
operative under the statute of wills. 

3. In the absence of independent evidence 
of a trust, equity will not treat an incom- 
pleted gift as a declaration of trust. 

4. There could have been no joint ten- 
ancy in the bonds unless there was either 
a gift or a trust. 

———___ 9 


L. M. Giannini, President of the Bank of 
America, has recently been admitted to prac- 
tice before the United States Supreme 
Court. The son of A. P. Giannini, founder 
of Bank of America, he received his L.L.B. 
degree from University of California’s 
Hastings College of Law. He is a member 
of the California bar, where he was admit- 
ted to Supreme Court of California and Fed- 
eral Courts practice in 1920. 
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Life Tenant and Remainderman— Ac- 
counting — Allocation of Certain 
Dividends to Principal Rather Than 
To Income 


Minnesota—Supreme Court 


In re Trust under the Last Will and Testament 
of Hovey C. Clarke, Deceased. Decided March 4, 


1939. 


A decision of the lower court surcharging 
the trustee in the sum of $34,740.35 was af- 
firmed by the Supreme Court. By his will, 
testator gave one-third of the residue of 
his estate to his widow, Maggie L. Clarke. 
The other two-thirds of the estate went to 
her as trustee “to receive and collect the 
principal, income, rents, issues, and profits 
of the trust estate, and pay the entire net 
income received or derived therefrom, to 
herself.” The bulk of the estate of testator 
was carried by him as the property of a per- 
sonal holding company, viz., the “Hovey 
C. Clarke Corporation.” One-third of its 
stock went to the widow as her own prop- 
erty and two-thirds became hers as trus- 
tee. She exchanged her third of its stock 
for a third of the assets of the corporation, 
which thereupon retired the stock so trans- 
ferred to it. Since that transaction she, as 
trustee, owned all of its stock and as trus- 
tee she was in complete control of the cor- 
poration. 


Prior to his death, the testator caused 
dividends to be declared by the corporation 
to himself, such dividends being derived 
from two sources: (1) interest on bonds and 
dividends from stocks; and (2) profits on 
sales of securities. Mrs. Clarke, as trustee, 
continued the same practice, causing the 
corporation to carry as income profits real- 
ized upon sale of securities for more than 
their cost and to include such profits in 
dividends paid to her as trustee. All such 
dividends, whether reflecting current earn- 
ings or additions to capital, she, as trustee, 
paid to herself as life tenant. In this pro- 
ceeding she was surcharged to the extent 
that such dividends represented profits real- 
ized by the corporation on sale of securities. 


HELD: 1. Where all of the capital of a 
personal holding company is owned by a 
trustee, transactions of the company will 
be considered as transactions of the trustee 
for purposes of accounting. 

2. “Net income” in this trust is ascer- 
tained by subtracting expenditures charge- 
able to income from receipts properly cred- 
ited thereto. The trustee was charged with 
ascertaining the source and nature of the 
dividends received in the trust. “A divi- 
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dend which represents only the natural 
growth or increase in value of the property 
representing the original capital of the cor- 
poration, or of the permanent property or 
good will, is principal.” When a dividend 
comes to a trustee from a corporation which 
is but another self for the trustee, he makes 
an erroneous allocation at his own risk. In 
this case it was the duty of the trustee to 
allocate to corpus, rather than to income, all 
dividends of the corporation so far as they 
consisted of increases in its capital, i.e., 
profits on sale of securities. 

3. The fact that Mr. Clarke took all divi- 
dends, from whatever source derived, as in- 
come, does not affect this situation. - He was 
in a very different category of status and 
duty from that in which his widow stands 
as trustee. He had no occasion to distin- 
guish between rights of life tenant and re- 
maindermen under an express trust. She 
is required to do that with meticulous care. 
While there was no intentional wrong on 
her part, nevertheless there was such an in- 
vasion of the rights of the remaindermen 
as to amount to fraud, irrespective of in- 
tention. 


_ 


Powers—Limitations—Revocation of 
Trust Under § 23 New York Per- 
sonal Property Law—Consent of 
Persons Beneficially Interested — 
bee Reversion or Remainder Cre- 
ate 


New York—Court of Appeals 


Engel v. Guaranty Trust Co. of New York, 280 
N. Y. 43, February 28, 1939. 


A trust agreement directed that the in- 
come of the trust thereby created be paid 
to the Grantor during his life and also that 
there be paid to him, upon his instructions, 
sums out of the principal not to exceed a 


stated aggregate amount. Upon the Grant- 
or’s death, the agreement provided that the 
principal of the trust be paid to his named 
wife, if she survived him, and if she did not 
survive him, as follows: 


““*** to such person or persons and in such amount 
or amounts as may be validly provided by the 
Grantor in such Last Will and Testament of his 
as may be duly admitted to probate, but if the 
Grantor shall die without making valid provision 
for the distribution thereof by duly probated Last 
Will and Testament, then the principal of said 
trust shall be paid over and delivered to such per- 
son or persons, and in such shares, interests and 
proportions as the same would have been dis- 
tributable if the Grantor had been the owner 
thereof at the time of his death and had died 
intestate.”’ 
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The Grantor sought to revoke the trust 
with the written consent of the person 
named in the agreement as his wife (who 
was by this time divorced from him) and 
with the written consent of a brother (who 
it was stipulated was his only present dis- 
tributee), pursuant to § 23 of the New York 
Personal Property Law, which provides: 


“Upon the written consent of all the persons 
beneficially interested in a trust in personal 
property or any part thereof heretofore or here- 
after created, the creator of such trust may re- 
voke the same as to the whole or such part 
thereof, and thereupon the estate of the trustee 
shall cease in the whole or such part thereof.’ 


On an agreed statement of facts the Ap- 
pellate Division was asked to decide whether 
the trust was so revoked. The questions 
presented were, if the Grantor’s wife pre- 
deceased him and he failed to appoint the 
principal by will, (1) whether the dispos- 
itive language expressed an intention to 
reserve a reversion or create remainders 
in the persons who would be the grantee’s 
distributees at his death, and (2) if the 
latter, whether the consent of the Grantor’s 
brother (being the person who would take 
his entire estate by intestacy if the Grantor 
died now) was sufficient. The Appellate 
Division determined that the trust was ef- 
fectively revoked because the language in- 
dicated an intention to reserve a reversion 
and not to create remainders if the Grantor’s 
wife predeceased him, and that, accord- 
ingly, only her consent was required—the 
consent of the Grantor’s brother being in 
such view superfluous. 

With two judges dissenting, the Court of 
Appeals reversed and 

HELD: 1. On the authority of Whitte- 
more v. Equitable Trust Co., 250 N. Y. 298, 
the agreement showed an intention to cre- 
ate remainders in the Grantor’s presump- 
tive distributees, chiefly because the only 
provisions by which the Grantor reserved 
any control over the principal was by the 
reserved testamentary power of appoint- 
ment. The court said it considered it sig- 
nificant that the instrument failed to in- 
clude any provision by which the Grantor 
might assign the trust principal in his life- 
time or any provision for a return of the 
principal to him, except the stated amount 
which he had the right to withdraw. 

As to the rule “that a reservation to the 
heirs of the grantor is equivalent to the 
reservation of a reversion to the grantor 
himself” the court said, that rule now 
amounted only to a prima facie rule of 
construction, which had to yield to an ade- 
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quate disclosure (which the court found 
here as above indicated) of an intention to 
create a remainder in the grantor’s pre- 
sumptive distributees. 

(2) While it did not appear from the 
agreed facts that other now living persons 
were blood relatives of the Grantor, it had 
to be assumed that such was the case; that 
whole group were remaindermen and the 
consent of the Grantor’s brother alone was 
therefore insufficient. 

Reiterating a somewhat similar statement 
in Schoellkopf v. Marine Trust Co., 267 
N. Y. 358, 364, the court observed: “It is 
unnecessary to say whether there is any 
significance in the possibility that among 
that class may also be persons who are 
yet unborn.” Despite this last mentioned 
observation, this case would seem to con- 
siderably weaken, if not entirely overrule, a 
line of decisions of the Appellate Division 
for the First Department to the effect that 
a settlor may revoke with the consent of 
only those who would take if the trust were 
terminated at the moment of revocation. 

ee 


Taxation — Income—Constitutionality 
of Tax on Resident Beneficiaries of 
Foreign Trust Estates 


Maryland—Court of Appeals 


Blaustein v. State Tax Commission of Maryland 
and Mayor and City Council of Baltimore. Daily 
Record, March 29, 1939. 


The Settlor, a resident of Maryland, cre- 
ated certain trusts consisting of securities, 
the Trustee under each trust being a New 
York trust company which had possession 
of the securities in question. 

Section 141A of Article 81 imposed a so- 
called “excise tax” of 6% on the net amount 
of income received by residents of this State 
from trusts held by foreign Trustees where 
the creator of the trust is or was at the 
time of the creation thereof a resident of 
the State of Maryland. 

HELD: The tax was discriminatory, in 
violation of Article 15 of the Declaration 
of Rights of the Maryland Constitution and 
of the Fourteenth Amendment of the Con- 
stitution of the United States. 

The same Court had previously held in 
Gibbs v. Baltimore, 166 Md. 364, that the 
property constituting the trust estate held 
by a non-resident trustee could not be taxed 
to the resident beneficiary. The so-called 
“Excise Tax” was an attempt by the State 
to tax indirectly what it could not reach 
directly. Its application was limited to 
residents of this State who received income 
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from foreign trustees under trusts created 
by residents of this State, and resulted in 
taxing one group of persons without includ- 
ing all persons of the same general class. 
NOTE: In view of the proposed revision 
of the entire Maryland taxing scheme, 
whereby there is substituted for the intan- 
gible personal property tax a so-called “clas- 
sified income tax”, the effect of this decision 
may be limited to the period prior to the 
effective date of the new taxing statute. 
ee , 
Wills — Probate — Consideration to 
Support Compromise Settlement 


Connecticut—Supreme Court 
Warner v. Warner, 124 Conn. 625. 


The husband of the plaintiff left a will 
in which a trust was created, the income 
payable to plaintiff for life, with the pro- 
vision that if the income should be less than 
$20,000 annually, the deficiency should be 
made up from principal. The remainder in 
the trust fund was bequeathed to the de- 
fendants, who were children. 

The plaintiff and defendants entered into 
an agreement providing for the payment of 
$13,000 per annum to the plaintiff for life, 
and providing further that any deficiency 
in such annual payment should be made up 
from principal, and income in excess of 
$13,000 to be paid to the defendants. After 
the execution of such agreement the will 
was admitted to probate without any op- 
position. 

The plaintiff brought this action to cancel 
such agreement upon the ground that she 
was induced to execute it by misrepresenta- 
tions and duress, and that the agreement 
was void for want of consideration. 

HELD: 1. The settlement by compro- 
mise of will contests and family disputes, 
being calculated to avert contentions, adjust 
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doubtful rights, contribute to peace and har- 
mony, protect the honor of the family, and 
avoid litigation, is not in contravention of 
public policy, and, when fairly arrived at, 
is favored both in law and in equity. 

2. It is well settled that in equity the 
termination of family controversies affords 
a consideration which is sufficient to sup- 
port a contract made for such purposes. In 
order to render valid the compromise agree- 
ment, it is not essential that the matter 
should be really in doubt; but it is sufficient 
if the parties consider it so far doubtful as 
to make it the subject of compromise. But 
it is necessary, in order to furnish consid- 
eration for such compromise agreement, that 
the contention be made in good faith and 
be honestly believed in. 

3. Forbearance to pursue contest of a 
will in good faith begun or intended is a 
sufficient consideration for an agreement 
adjusting such a controversy, although for- 
bearance of a claim known to be frivolous, 
or without foundation, would not be a good 
consideration for the reason that the pur- 
suit of such a claim would be wanting in 
good faith. 

4. The court erred in excluding evidence 
tending to show that the defendants did not 
intend in good faith to contest the will. 

= ( ) 


Pius XI Wrote Own Will 


According to L’Osservatore Romano the 
late Pope Pius XI left all his possessions to 
the Holy See except for some personal ob- 
jects. His executors were his two private 
secretaries, Mgrs. Carlo Confalonieri and 
Diego Venini. 

The will was reported to have consisted 
of a few pages written in the Pope’s own 
hand. The first page was dated in May 
1927 and the last January 16, 1939. (A.P.) 


Recent Decisions on Death Taxes 


Astor Estate 


The United States Supreme Court last 
month refused to interfere with a decision 
denying recovery of $10,810,857 estate taxes 
collected by the Federal Government on 
American property given by William Wal- 
dorf Astor of Great Britain to his two sons, 
Waldorf Astor and John Jacob Astor. 

The Farmers Loan and Trust Company 
of New York (now City Bank Farmers Trust 
Company), trustee for Waldorf and John 
Jacob Astor, had appealed from a decision 
by the Federal Circuit Court at New York. 


The trust company contended in his peti- 
tion that the “immediate cause” of the cre- 
ation of the trusts, two months after which 
the settlor died, was Astor’s “fear of a 
capital levy by the British Government due 
to the financial burdens of the World War.” 

It was held by the Circuit Court, how- 
ever, that “avoidance of estate taxes (in 
this country) was a substantial motive” and 
that the transfers were made in contempla- 
tion of death. 


The present decision is the third refusal 
of the Supreme Court of the United States 
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to review the circumstances under which the 
United States Government in 1922 collevted 
$10,000,000 inheritance tax on American 
property valued at $46,000,000 which the 
expatriate Lord Astor left in trust. Counsel 
were unable to say whether or not this third 
defeat would mean final abandonment of 
the attempt of the trustees to recover. 

The trustees have been led to persist in 
their attempts by the fact that they did 
succeed earlier in recovering some $6,000,- 
000, with interest, paid under protest in 1922 
on another trust of $23,000,000, which, how- 
ever, had been established three years be- 
fore Lord Astor’s death. In this instance, 
the heirs lost in the district court, and won 
in the Circuit Court which likewise was left 
with final jurisdiction. 


Hartford (A. & P.) Estate 


The New Jersey Court of Errors and Ap- 
peals, affirming the State Supreme Court 
has upheld a $122,807 transfer inheritance 
tax levied by the State on a trust fund cre- 
ated by the late George H. Hartford of 
Orange, founder of the Great Atlantic and 
Pacific Tea Company. 

Mr. Hartford’s sons, George A. and John 
L. Hartford, were the beneficiaries of the 
trust fund and contended it was tax exempt 
because he had not created it “in contem- 
plation of death.” Mr. Hartford died in 1917 
at the age of 84, leaving an estate of $3,- 
261,315. The fund was created several 
years before. 

Both courts held that it was not necessary 
to determine whether the trust was made 
in contemplation of death. A fund “intend- 
ed to take effect at, or after such death” is 
taxable, the Court of Errors ruled. 


Andrus Estate 


A supplemental Federal inheritance tax 
claim of $11,468,591 against the estate of 
John E. Andrus of Yonkers, “millionaire 
straphanger” and industrialist, was settled 
last month for $588,377 and interest-of about 
$125,000. Surrogate Charles. D. Millard of 
Westchester County, New York, approved 
the settlement after attorneys for the Com- 
missioner of Internal Revenue and the ex- 
ecutors and beneficiaries under the will had 
filed consents. 

A Federal tax of $1,500,000, leaving a net 
estate of about $10,000,000, had been paid 
soon after the death of Mr. Andrus in 1934. 
Mr. Andrus, however, had created two trusts 
totaling $22,000,000 in 1921 and 1922, and 
the government contended the trusts had 
been created “in contemplation of death,” 
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and should be taxed the same as the testa- 
mentary estate. 

Under the settlement agreement and the 
order of Surrogate Millard the supplemental 
tax is to be levied equally against the testa- 
mentary estate and the trusts, 


Oliver Estate 


Three Federal Circuit Court judges in 
Philadelphia, two of whom are more than 
70, gave replies early this month to the 
question whether a man 97 years old trans- 
ferred securities to his heirs in anticipation 
of death or for another reason. 

Judge J. Warren Davis, 71, and Judge 
Albert B. Maris, 46, took the position that 
when David B. Oliver, a Pittsburgh capital- 
ist, gave securities worth $1,526,732. to four 
sons, two daughters and two grandchildren 
when he was more than 97 he was motivated 
by a contemplation of death. He died Oct. 
21, 1934, within twenty days of being 100 
years old. 

Judges Davis and Maris, in a decision by 
the former, upheld a judgment in favor of 
the Federal Government by the Federal 
Court at Pittsburgh, which had ruled that 
the estate must pay $444,492.10 on the trans- 
ferred securities. 

Judge Joseph Buffington, who is 83, in a 
dissenting opinion asserted that Mr. Oliver’s 
principal thought was to put his children 
and grandchildren in a financial state to 
which they had been “accustomed,” but of 
which they had been deprived by the de- 
pression. He called this a “natural and 
laudable motive in a considerate parental 
heart.” 

The executors of the Oliver estate had 
contended that the capitalist, when he trans- 
ferred the thousands of shares of stocks, 
was motivated solely by the idea of “re- 
plenishing” the diminished income of his 
heirs. 
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Title Guarantee & Trust Co. Inside Front Covers 
United States Trust Co. 4, 469 


Rochester 
Lincoln-Alliance Bank and Trust Co. 73, 330 
Rochester Trust and Safe Deposit Co. 131 
Security Trust Co. 220 

Syracuse 
First Trust & Deposit Co. ; 50 
Cincinnati 
Fifth Third Union Trust Co. 


Cleveland 
Cleveland Trust Co. 28 


Brooklyn Trust Co. 


93, 179, 365, 


Tulsa 
First National Bank & Trust Co. 


Portland 

United States National Bank 36, 501 
PENNSYLVANIA— Philadelphia 

Fidelity-Philadelphia Trust Co. 12, 287, 410 
Girard Trust Co. 2, 282 


97, 361, 493 
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Land Title Bank & Trust Co. 
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Philadelphia National Bank 
Provident Trust Co. 
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Fidelity Trust Co. 
Peoples-Pittsburgh Trust Co. 
Union Trust Co. 
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First National Bank 83, 477 
Union Planters National Bank & Trust Co. 381 
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First and Merchants National Bank 96, 188, 338, 517 


Virginia Trust Co. 
CANADA— 
Montreal Trust Co. 
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Royal Trust Co. 247 


Toronto 


Toronto General Trusts Corporation 31, 192 
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Guaranty Trust Co. of Canada 
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American Art Assn.—Anderson Galleries 
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Parke-Bernet Galleries 
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Silo’s 

Books 


51, 160, 329, 435 
61, 169, 313, 425 
37, 197, 301, 461 


Little, Brown & Co. 223 


Duplicating Machines 


Duostat Company of America, Inc. 201 


Hotels 
Hotel Claridge, Atlantic City 


41, 221, 323, 438 


Waldorf-Astoria, New York 
Investment Securities 
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Commercial Credit Co. 62, 491 
General Motors Acceptance Corp. 189, 437 


Jewel Buyer 
‘Henry Meyer 
Stamp Collections 

Economist Stamp Co., Inc. 
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Polk’s Bankers Encyclopedia 471 
Prentice-Hall, Inc. 130 
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